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CURRENCY ECONOMY 


“THE SOCIALIST SURTAX SCHEME ; 
By Ww. W. Pane 


FRENCH SINKING FUND FALLACIES 
By JosepH CAaILLAux 


BANKING UNREST IN. THE» UNITED STATES" 
By Henry PARKER WILLIS 


EXPENDITURE ON DEFENCE : 
By THe Ricut Hon. Wm. GrawaM, LL.D., MP, 


INTERNATIONAL GOLD MOVEMENTS 
By Paut EmNzic 


CANADA AND ITS BANKS 
By Sm Freperick WILLIAMS-TAYLOR 


CENTRAL BANKING AND COMMON. SENSE 


EYRE AND SPOTTISWOODE -(PUBLICATIONS) LIMITED 
9 East Harding Street, Fleet Street, London, E.C4 


7 


in “ COURTINE” 
| sate corr: 
COURTAU: LTD., 16 St. Martin’ 

i London, E.C.x. 





BRADBURY, WILKINSON & CO., LTD. 


Sox 


DESIGNERS, ENGRAVERS & PRINTERS 
a a 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY ; 
—<d¢>— S 
PROSPECTUS, TRUST DEEDS, 
CONFIDENTIAL REPORTS, 
AND ALL STATIONERY FOR 2 
FINANCIAL HOUSES S 
HEAD OFFICE & WORKS: i LONDON OFFICE q 
NEW MALDEN, SURREY ah fae 2 a 3 
——— C2. : 
a 


TELEPHONE: WIMBLEDON 2500-1-2 TELEPHONE: LONDON WALL, 8806-7-8 


< 
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BLADES, EAST & BLADES, Ltd. 


Established 1821. 
CITY OFFICES: WORKS: 


17 ABCHURCH LANE, LEONARD ST., FINSBURY, 
LONDON, E.C. LONDON, E.C. 


Telephones : Central 0212, 0213, 0214. Telephones : Clerkenwell 3636, 3637, 3638. 
P , 
Telegrams : “Identical, London.” 


BANKERS’ CHEQUE PRINTERS. 


BANK NOTES, BONDS, BANKERS’ PROTECTIVE CHEQUES, 
CERTIFICATES, POSTAGE AND REVENUE STAMPS, 
ENGRAVERS AND FINE ART PRINTERS. 
COMPANY PROSPECTUSES. 


WHOLESALE AND EXPORT MANUFACTURING STATIONERS, LITHOGRAPHERS, 
PRINTERS, ACCOUNT BOOK MAKERS, AND SEAL ENGRAVERS. 


PHOTOGRAVURE AND COLOUR PRINTING. 


PUBLIC COMPANY WORK, INCLUDING INSURANCE COMPANIES, 
BANKS, ETC., A SPECIALITY. 
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LLOYDS BANK 


LIMITED. 
HEAD OFFICE: LONDON, E.C. 3. 


















Over 1,700 Offices in England and Wales, and several 
in India and Burmah. 











(30th June, 1927.) 


AUTHORISED CAPITAL - £74,000,000 
SUBSCRIBED CAPITAL - 73,302,076 
PAID-UP CAPITAL - - 15,810,252 
RESERVE FUND- - - 10,000,000 










The Bank also has Agents and Correspondents throughout the British 
Empire and in all parts of the World, and is closely associated with the 
following Banks :— 


THE NATIONAL BANK OF NEW ZEALAND, LIMITED. 
BANK OF BRITISH WEST AFRICA, LIMITED. 
THE BRITISH ITALIAN BANKING CORPORATION, LTD. 








THE NATIONAL BANK OF SCOTLAND LIMITED. 
BANK OF LONDON & SOUTH AMERICA LIMITED. 
LLOYDS & NATIONAL PROVINCIAL FOREIGN BANK LTD. 


















ONAL PROVIN 


ye BANK AL 


Paid-up Capital ~ - - £9,479,416 
Reserve Fund - ~ ~ 9,479,416 
Deposits, &c. (June 1927) 258,681,337 


HEAD OFFICE: 15 BISHOPSGATE, LONDON, E.C.2. 
OVER 1,200 OFFICES IN ENGLAND AND WALES. 
AGENTS THE WORLD OVER. 


BANKING both HOME and OVERSEAS. 


TRUSTEESHIPS AND EXECUTORSHIPS UNDERTAKEN. 
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AFFILIATED BANKS: 


COUTTS & CO. GRINDLAY & CO., Ltd. 
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THE BRITISH OVERSEAS BANK, LTD. 


ESTABLISHED 1919. 


Report by the Board of Directors to the Eighth Annual General Meeting of Shareholders to be held in the Bank Premises, 
33 Gracechurch-street (Lombard-court), London, E.C.3, on Tuesday, the Sixth day of December, 1927, at 12 noon, 


The Directors submit to the Shareholders the Balance Sheet of the Bank, as at 31st October, 1927, ang 
Profit and Loss Account, together with copy of the Auditors’ Certificate. 
The Profit, after allowing rebate of interest and providing for all bad and doubtful 

debts, and Income Tax for the year ended 31st October, 1927, amounts to ........ £147,020 16 4 


Balance available from last account 60,566 4 7 


Making a total of £207,587 O11 

Interim Dividend paid on the ** A *’ Ordinary Shares at the rate of Six 
per cent. per annum (less Income Tax) for the Half-year ended 
30th April, 1927, and Income Tax thereon 30,000 0 6 

Leaving a Balance of £177,587 011 
which has been appropriated as follows : 

In payment of a Dividend on the “* A ” Ordinary Shares at the rate of 
Six per cent. per annum (less Income Tax) for the Half-year 
ended 31st October, 1927, which together with Income Tax thereon 
amounts to 

In payment of a Dividend on the * B ”’ Ordinary Shares at the rate 
of Six per cent. per annum (less Income Tax) for the Year ended 
31st October, 1927, which together with Income Tax thereon 


£30,000 


60,000 
25,000 0 0 
5,000 0 0 
’ 57,587 O11 
- — £177,587 ON 
The Directors retiring by rotation are Mr. James Caird and Mr. Nigel L. Campbell, who, being chigible, 
offer themselves for re-election. 
At the suggestion of your Auditors, Mr. A. W. Tait, C.A., and Mr. A. 8S. Macharg, C.A., which has been 
made on the ground of convenience, the Directors have accepted their resignations and have filled the casual 
racancies thus arising by appointing Messrs. George A. Touche & Co. and Messrs. McClelland, Ker & Co., 
the firms of which these gentlemen are individual members. 
Messrs. George A. Touche & Co. and Messrs. McClelland, Ker & Co., are eligible and will offer themselves 
for re-appointment. By Order of the Board, 
A. E. THORNE, Secretary. 


E BALANCE SHEET 31st OCTOBER, 1927. 


LIABILITIES. - ASSETS. 

Capital :— Authorised A P 
300.000 “a” naaenaare Shares of Cash in Hand and at Bankers ... £252,044 
ok ee be ee ater Ghaen oot 21,500,000 0 0 Money at Call and Short Notice . 1,359,776 
300, " ary Shares 

£5 each 1.500.000 0 0 Balances with Bankers Abroad .. 742,902 
400,000 Shares of £5 each which ‘ : 736 

may be issued in whole or in Bills Discounted 1,000,736 

part as “A” or “ B” Ordinary Government Securities 337,019 14 

Shares 2.000.000 0 0 g 

£5,000,000 0 0 Other Investments, including 
Subscribed and Paid in Full: Shareholding Interests in 
200,000 ** A * Ordinary Shares of “ween oe 1 93.056 18 
£1.000.000 0 0 Foreign Banks 493,056 1 
200,000 ‘ B ” Ordinary Shares of ' Advances to Customers and other 
£5 each 000,000 0 0 i aaal” 
£2,000,000 0 0 Accounts 1,219,432 
Current, Deposit and other Liability of Customers for Accept- 

Accounts 3,522,142 6 11 onan one 
Reserve Fund 175,000 0 O ances, etc. (per contra) 2,837,752 
Acceptances, etc., for account of a - 349,761 

Customers (per ‘contra) ,837,752 14 11 Premises Account .... perm 
Balance of Profit and Loss 

Account 

(NotTe—Contingent Liability 
on account of Endorsements on 

Bills Discounted, £172,126) - —_ mr 

£8,592,482 2 9 €8,592,482 2 9 
oat ee 


PROFIT AND LOSS ACCOUNT for the Year ended 31st October, 1927. 


57,587 O 11 


Dr. CR. 

To Interim Dividend on the ‘‘ A’ 
Ordinary Shares at the rate of 
Six per cent. per annum, and 
Income-tax thereon £30,000 
, Final Dividend on the “* 
Ordinary Shares at the rate of 
Six per cent. per annum, and 
Income-tax thereon 

, Dividend on the“ B ” Ordinary 
Shares at the rate of Six per 
cent. per annum, and Income- 
tax thereon 60,000 0 

» Reserve Fund 25,000 0 

», Reductionof Premises Account 5,000 0 

» Balance carried to Balance 
Sheet 57,58 0 ek 


£207, 587 O11 il 


By Balance brought forward ... £60,566 4 7 


, Net Profit, after allowing rebate 
30,000 of Interest and providing for all 
Bad and Doubtful Debts, and 
Income-tax, for the year ended ; 
31st October, 1927 ... 147,020 16 4 


£207,587 0 
CHURCHILL, Chairman. ¥ , 
ARTHURC. D. GAIRDNER, Deputy Chairman and Managing Director, 
JAMES CAIRD, Director. 


A. E. THORNE, Secretary. 
F, J. SULLIVAN, Accountant. 
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THE BRITISH OVERSEAS BANK, LTD. 


—CONTINUED. 


AUDITORS’ REPORT. 
We have examined the above Balance Sheet and compared it with the Books of the Bank. 


We have satisfied ourselves as to the correctness of the Cash Balances and the Bills of Exchange, and 


have verified the Securities. 


We have obtained all the information and explanations which we have required, and are of the opinion 
that the Balance Sheet is properly drawn up, so as to exhibit a true and correct. view of the state of the 
Bank’s affairs, according to the best of our information and the explanations given to us and as shown 


by the Books of the Bank. 


GEORGE A. TOUCHE AND CO., } Chartered 
London, E.C. McCLELLAND, KER AND CO., { Accountants. 
22nd November, 1927. Auditors. 
DIRECTORS. 


The Right Hon. VISCOUNT CHURCHILL, G.C.V.O., Chairman. 
ARTHUR C. D. GAIRDNER, Deputy Chairman and Managing Director. 


JAMES CAIRD. The Hon. HENRY D. MCLAREN, C.B.E. 


NIGEL L. CAMPBELL. The Hon. BERNARD ROLLO. 
sir GEORGE E. MAY, K.B.E. DUDLEY WARD, C.B.E. 


ADVISORY DIRECTORS. 


Sir ARTHUR A. HAWORTH, Bart. NORMAN L. HIRD. 
R. T. HINDLEY. EDGAR HORNE. 
Sir HARRY McGOWAN, K.B.E. 
MANAGERS. 


WILLIAM DEAN. F. O. A. SPEED. 
H. HOPKINS. R. STEPHENSON. 
DUDLEY WARD, C.B.E. 
DEPUTY MANAGER. 
A. E. THORNE. 
INTELLIGENCE DEPARTMENT. 
DUDLEY WARD, C.B.E. F. O. A. SPEED (Credit Section). 
FOREIGN EXCHANGE DEPARTMENT. 


R. STEPHENSON. H. W. GURNEY, Chief Operator. 
TRUSTEE DEPARTMENT. 
F. O. A. SPEED. 
ACCOUNTANT. CONTROLLER. 
F. J. SULLIVAN. C. T. JAMES. 
SECRETARY. 
A. E. THORNE. 


AU 


DITORS. 
GEORGE A. TOUCHE & COMPANY, London. McCLELLAND, KER & COMPANY, Glasgow. 
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THE IMPERIAL BANK OF PERSIA 


(Incorporated by Royal Charter, 1889) 
And under a Special Concession, Bankers to The Imperial Government of Persia. 
Capital fully called up - £650,000 Reserve Account - - £520,000 


(with power to increase to £4,000,000) 


Reserve Liability of Proprietors under the Charter - - - -£1,000,000 
LONDON BANKERS: 


HEAD OFFICE: 
33/36 KING WILLIAM STREET, LONDON, E.C.4 
CHIEF OFFICE IN PERSIA: 
TEHERAN. 
BRANCHES IN PERSIA: 
Abadan, Ahwaz, Barfrush, Birjand, Bunder Abbas, Burujird, Bushire, Duzdab, Hamadan, Isfahan, Kazvin, 


Kerman, Kermanshah, Masjed-Suleiman, Meshed, Mohammerah, Nasratabad (Seistan), Pehlevi, Resht, 
Shiraz, Sultanabad, Tabriz, Yezd. 


‘BRANCHES IN IRAQ (Mesopotamia) : BRANCH IN INDIA: 
BAGDAD, BASRA, KIRKUK. BoMBAY. 


HE BANK is prepared to transact Banking Business of every 
description in and connected with Persia and Iraq (Mesopotamia), 
also with Bombay, Calcutta and Karachi. 
Clean and Documentary Credits arranged. Documentary Bills 
negotiated, Clean and Documentary Bills collected. Letters of Credit, 
Drafts and Telegraphic Transfers issued. 


Correspondents in all important places abroad. 


WNINAVUUUUUT UA 


MEssrs. GLYN, MiLLs & Co. THE WESTMINSTER BANK LIMITED, LOMBARD STREET. ILOypS BANK LIMITED. 
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THE BANK OF AUSTRALASIA. 


Incorporated by Royal Charter, 1835. 


Paid-up Capital - . - - £4,000,000 
Reserve Fund - £3,810,000 
Reserve Liability of Prapeioters under the Charter £4,000,000 


£11,810,000 


COURT OF DIRECTORS : 


RIGHT HON. LORD ALDENHAM. | F. V. C, LIVINGSTONE-LEARMONTH, Es9, 
C. E. BARNETT, Eso. 
. a ory ge RIGHT HON. Taz EARL OF MIDLETON, KP. 


KENNETH GOSCHEN, Eso. | See PEEL Bon Esq. 


C. G. HAMILTON, Esq. JOHN SANDERSON. Esq. 
T. R. JOHNSON, Esq. |} ARTHUR WHITW ORTH, EsqQ. 


HEAD OFFICE: 4 Threadneedle Street, London, E.C.2. 
WEST END BRANCH: 17 Northumberland Avenue, London, W.C.2. 


Numerous Branches throughout the States of VICTORIA, NEW SOUTH 
WALES, QUEENSLAND, SOUTH AUSTRALIA, WESTERN AUSTRALIA, 
TASMANIA, and the DOMINION of NEW ZEALAND. 


The Bank offers facilities for the transaction of every description of Banking business in 
Australia and New Zealand. Negotiates or collects Bills. Issues Telegraphic Transfers, Letters 
of Credit and Drafts, also Circular Notes and Circular Credits available in all parts of the world. 
Deposits received at interest for fixed periods on terms which may be ascertained on application. 





THE 


Australian Bank of Commerce, Limited 


INCORPORATED IN NEW SOUTH WALES. 


Capital Subscribed and Paid Up - £2,194,239 
Reserve Fund - - «- +  £1,000,000 
Aggregate Assets 30, 6/27 - - £18,366,297 


DIRECTORS : 
SIR MARK SHELDON, K.B.E., Chairman. H. R. LYSAGHT, Esa., O.B.E. 
FRANK N. YARWOOD, Esa. F.C.P.A. JAMES KELL, Esq. 
LIEUT.-COL. THOMAS L. F. RUTLEDGE. GEORGE J. SLY, Esq., LL.D. 
GENERAL MANAGER : 
C. M. C. SHANNON. 


LONDON BRANCH DIRECTORS : 


A. DODDS FAIRBAIRN, Esa. ALFRED SHEPHERD, Esq. 
JAMES TUKE, Esq. 


HEAD OFFICE: SYDNEY, NEW SOUTH WALES. G. W. Orp, Manager, with 
158 Branches and Agencies in New South Wales. 

BRISBANE OFFICE. Gerorce H. Howeit, Manager, with 26 Branches and Agencies 
in Queensland. 

MELBOURNE OFFICE: 325 Collins Street. M. Burton Finney, Manager. 

ADELAIDE OFFICE: 35 Rundle Street. R. T. Moonie, Manager. 

PERTH OFFICE : 73 St. George’s Terrace. A.C. Dispin, Manager. 

LONDON OFFICE: 37 Threadneedle Street, E.C.2. Arruur F. Jenxins, Manager. 

The London Office is prepared to transact every description of Banking Business. 


For the convenience of its Customers the Bank has special arrangements, where not directly repre- 
sented, with other Bankers throughout Australasia, New Zealand, the United Kingdom, the Far East 
and elsewhere,whereby i it is able tocarry out all requirements with promptitude and to best advantage. 





The Last Word in Sate Defence! 
TANGBAR 


CHUBB’S new Reinforcement 
for ferro-concrefe construction 
FOR 
Cuuss & Son's Lock « SAFE Co., Lto. 


STRONG ROOMS Bankers’ Engineers & Strong Room Builders, 


AND 128 Queen Victoria Street, 


. SAFE DEPOSIT Telegrams : an Cane Telephone: 
ws VAULTS “Chubb, London.” City 1626 (two lines). 


x 








THE POLISH HANDBOOK 


A Guide to the Country and Resources of the Republic of Poland 
10/6 post FREE 


Order from : THE EDITOR, THE PoLIsH HANDBOOK, 47a PORTLAND PLACE, LONDON, W.1 


THE BRITISH LINEN BANK 


Incorporated by Royal Charter, 1746. 


CAPITAL £1,250,000 _ RESERVE FUNDS £1,950,000 


Governor: THE RIGHT HON. THE EARL OF ROSEBERY AND MIDLOTHIAN, K.G., K.T. 
Deputy-Governor: THE RIGHT HON. THE EARL OF HOME. 


HEAD OFFICE: 38 St. Andrew Square, EDINBURGH. 


REES GRIFFITH THOMAS, General Manager. R. W. STEVENSON, Secretary. 
Over 190 Branches throughout Scotland. 
London Office: 38 Threadneedle Street, E.C. 2. 


Every Description of Home and Foreign Banking Business transacted. 
AFFILIATED TO BARCLAYS BANK, LIMITED. 


YOKOHAMA SPECIE BANK, LIMITED. 


ESTABLISHED 1880. (Registered in Japan.) 


Capital Subscribed and Fully Paid - - Yen 100,000,000 
‘i * ~ - Yen 96,500,000 


Reserve Fund . - - - 
Head Office: YOKOHAMA, 

BRANCHES and A 3ENCIES at Alexandria, Batavia, Bombay, Buenos Ayres, Canton, Calcutta, Changchun, Dairen 
(Dalny), Fengtien (Mukden), Hamburg, Hankow, Harbin, Hong Kong, Honolulu, Kai Yuan, Karachi, Kobe, 
London, Tos Angeles, Lyons, Manila, Nagasaki, Nagoya, Newchwang, New York, Osaka, Pekin, Rangoon, 
Rio de Janeiro, Saigon, Samarang, San Francisco, Seattle, Shanghai, Shimonoseki, Singapore, Sourabaya, 
Sydney, Tientsin, Tokyo, Tsinanfu, Tsingtau, Vladivostok (temporarily closed). 

The Bank buys and receives for collection Bills of Exchange, issues Drafts and Telegraphic Transfers 
and Letters of Credit on above places and elsewhere, and transacts General Banking Business. Deposits 
received for fixed periods at rates to be obtained on application. 


London Office :—7 Bishopsgate, London, E.C.2. 
D. NOHARA, Manager. 
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National Bank of New Zealand, Ltd. 


Head Office: 8 MOORGATE, LONDON, E.C.2. 


1 DNATA 


89 Branches and Agencies throughout New Zealand. 


Authorised and Subscribed Capital 


Paid-up Capital 


Reserve Fund and Undivided Profits 


The National Bank of New Zealand, 


a ...  £6,000,000 
£2,000,000 
£2,175,769 


£4,175, 769 


Limited, receives Deposits for fixed periods at 


rates which may be ascertained on application, and conducts every description of Banking 


Business connected with New Zealand. 


ARTHUR WILLIS, Manager. 


SHIM ATLL LOU LLU E 
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BANK OF NEW ZEALAND. 


Bankers to the New Zealand Government. 


Authorised or - £7,561,238 


Paid-up Capital, as at 31st March 1927 


Reserve Fund and Undivided Profits 


£6,529,185 
3 609,655 


£10,138,840 


Aggregate Assets at 31st March 1927 £48,860,540. 


- 


London Office: 1 QUEEN VICTORIA STREET, E.C.4. 
Negotiates and Collects Bills of Exchange. Grants Drafts on its Offices in New Zealand, Australia, Fiji, and 


Samoa. Remittances made by telegraphic transfer. 








BANCA 
MOLDOVA S.A. 


Head Office: Jassy, Roumania 


Capital paid up and reserves 
Lei 115,000,000 


Cable Address : Moldobanca. 


BRANCHES: Bucarest, Galatz, Czerno- 
witz, Kischineff, Beltzi, Cetatea-Alba, 
Reni, Roman, Tighina. 

AGENCIES:  bBraila, Tarutino, Jassy- 
Hala, Jassy-Socola. 

AFFILIATIONS: Piatra-Neamtz, Targu- 
Neamtz, Soroca, Orhei, Podul-Illoaiei. 


Every description of Banking business 
transacted. 


ROBERT MILL, Manager. 


The 
City Savings Bank 
Company of Budapest 


Belvarosi Takarekpenztar R.T. 
(Innerstaedtische Sparcassa Aktiengesellschaft.) 
FOUNDED 1892. 


Capital oe ee Pengoe 6,000,000 


Reserve Fund .. ‘ 1,250,000 
31,000,000 





Deposits and Creditors a 


Branch Offices : 
BUDAPEST : 


V., Szabadsag-ter 7. 
Debreczen, Satoraljaujhely, Miskolc, Mako. 





London Bankers: 
MIDLAND BANK LIMITED 
(Overseas Branch), 
22 Old Broad Street, London, E.C.2. 
All ordinary Banking business transacted. The 
Bank receives Savings Deposits and transacts 
Mortgage business, as a result of which Mortgage 
Bonds are issued under Hungarian Government 
Act XXXVI of 1876. 


Sole Agents for the Sale of Mortgage Bonds in the 
United Kingdom: 
National Securities Corporation Ltd. 
Norfolk House, Laurence Pountney Hill, 


Cannon Street, London, E.C.4. 














THE 


SECRET SAFE 
LOOKS LIKE A BOOK 


This Home Safe is a perfect simulation of 
lj arichly bound book - bearing the name of 
the issuing institution and taking coins of all 
sizes, and notes. 


It is produced by the makers of the world- 
q renowned Visible-Money Recording Home 
Safe and of the modern single-compartment 
home safes, millions of which are in daily use. 


Seven thousand thrift institutions throughout 
the world are issuing our perfected Home 
Safes with profit to their clients and to themselves. 


Financial institutions cannot afford to offer 
their clients cheap, ineffectual home safes 
of inferior construction - an invariable loss. 


Our Home Safes represent the acme of 

structural perfection, of effectiveness and 
productivity. Our House stands for special- 
isation, quality of service, and reliability. 


AUTOMATIC RECORDING SAFE CO.,LTD. 
83 RIDGMOUNT GARDENS, LONDON, W.C. 


If you have a flooring 
problem. . 


Write for Leyland Catalogue 
No. 39. It explains why, 
when dignity and economy 
have both to be considered, 
Leyland Rubber Tiling is the 
most satisfactory covering 
for floors and stairs. 


Soft, silent and safe, it is 
easy to clean and lasts 
almost for ever. 


AN 


RUBBER TILING 


The Leyland & Birmingham Rubber Co., Ltd. 


Head Office and Works: Leyland, Lancs, England 
R.T.29-12/27. Branches throughout the World. 
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ESCUED from inevitable  diffi- 

culties at Ellis Island, the Pilgrim 

Fathers to-day could view America 
aright from a Bowman Biltmore Hotel— 
what a miracle to them: 2,000 rooms, 
each with a separate bathroom! As an 
up-to-date Britisher you, too, will be 
astonished—but never upset—by such 
efficient service—by such perfect unob- 
trusive hospitality—your every whim 
satisfied. And beyond New York is a 
chain of hotels built on a common tra- 
dition; the best of Puritanism—sweet 
reasonableness in all things. 

FREE TRAVEL SERVICE 

IN LONDON AND PARIS 
Let the Bowman Biltmore Travel Bureau, 11 Haymarket, 
London, or 2 Rue de la Paix, Paris, help you plan your trip, 
make your reservations for you in train, steamship and hotel, 


and relieve you of all the worry and responsibility. Write for 
illustrated brochure or call personally. 


Joun McENTEE BowMAN 


PRESIDENT. 





New York.—The Biltmore, 
Hotel Commodore, Hotel 
Belmont, Murray Hill 
Hotel. 

PROVIDENCE, R.I.—Provi- 
dence Biltmore. 

Los ANGELEs, Cal.—Los 
Angeles Biltmore. 

ATLANTA, GA. — Atlanta 
Biltmore. 

HAVANA, CuBA, — Sevilla 
Biltmore. 

NEw Lonpon, Conn.—The 
Griswold 


BELLEAIR, FLA.—Belleview 
Biltmore. 

Cora GABLES, MIAMI, FLA, 
—Miami Biltmore. 

Witmincton, Der. — Du 
Pont Biltmore. 

SANTA BARBARA, CAL.— 
Santa Barbara Biltmore. 

HAVANA, CuBA,—Havana 
Biltmore Yacht and 
Country Club. 

OPEN 

Dayton, Onto.—Dayton 

Biltmore. 


1928 





THE EMPIRE’S RIVIERA 


HE sunshine of South Africa is being 

brought nearer to Europe this Winter 
by means of Special Inclusive Tours starting 
from Southampton on 13th and 2oth January, 
1928, viz.: 


Ist CLASS TRAVEL - £161 to £193 
OR 


2nd CLASS TRAVEL - £121 to £151 
INCLUSIVE OF :— 
(a) Return ocean passage to Cape Town by Royal Mail Steamer. 


(4) Alternative railway tours from Cape Town via Kimberley 
(diamond mines); Bulawayo (Matoppos and Rhodes Grave) ; 
Victoria Falls; Johannesburg (gold mines) ; Pretoria ; Bloem- 
fontein ; George ; Knysna ; Oudtshoorn ; Port Elizabeth, etc. 


(c) Hotel accommodation, catering and sleeping services on trains. 


(d) Sight-seeing trips by motor car. 


The duration of the combined inclusive tours 
is from eight to nine weeks and the cost for 
parties of two or more persons is correspondingly 


lower, viz. : 

Ist Class Travel. 2nd Class Travel. 
Two Persons (each) £147 to £167 £107 to £126 
Three js o £141 to £159 £103 to £117 
Four “ ® £137 to £154 £100 to £113 


Any variations of the Tours may be arranged to meet individual 
requirements. Reservations are now filling rapidly. 


Write for Free Booklet “ Special Inclusive Tours” (“D.G.’’) 


ADDRESS :— 
DIRECTOR OF PUBLICITY, 
SOUTH AFRICA HOUSE, TRAFALGAR SQUARE, LONDON, W.C.2 





























THE 


BANKER 


THE BANKER 


IS PUBLISHED BY EYRE AND 
SPOTTISWOODE LIMITED, HIS 
MAJESTY’S PRINTERS, FROM 
9 EAST HARDING. STREET, 
LONDON, E.C.4 


x 


THE ANNUAL SUBSCRIPTION 
RATES ARE AS FOLLOWS: 

BY POST IN THE UNITED 
KINGDOM 

BY POST TO CANADA 

BY POST ELSEWHERE 
ABROAD 


THE EDITOR WILL BE GLAD 
TO RECEIVE MS. ARTICLES. 
THOUGH EVERY CARE WILL BE 
TAKEN, HE CANNOT HOLD 
HIMSELF RESPONSIBLE FOR 
ARTICLES SENT HIM 


x 


BRENDAN RBRACKEN, EDITOR 
NEW YORK CORRESPONDENT: 
MR. HENRY PARKER WILLIS, 


COLUMBIA UNIVERSITY 


PARIS CORRESPONDENT: M. 
JOSEPH CAILLAUX, SENATEUR, 
ANCIEN PRESIDENT DU CONSEIL, 
II2 BOULEVARD HAUSSMANN 


DeEcEMBER, 1927. NuMBER 23; VOLUME 4 


CONTENTS 


A Banker’s Diary 
Leading Articles : 
Mr. Gilbert’s Philippic 
Currency Economy 
The Socialist Surtax Scheme . 
[By W. W. Paine] 
French Sinking Fund Fallacies 
[By Foseph Caillaux] 
Banking Unrest in the United States ... 
[By H. Parker Willis] 
German Banking and Finance 
Obituary 
E xpenditure on Defence bes 
[By the Rt. Hon. Wm. Graham, LL. D., M. LP} 
Bankers and Their Critics 
Stock Arbitrage 
Law Reports ... 
Books ... ~ ; ee 
Central Banking and “Common Sense oon 
Some Buildings of the Banca Commerciale 
Italiana . 
International Gold Movements. 
[By Paul Einzig] 
International Banking Affairs ... 
Insurance Notes 
Canada and Its Banks .. 
[By Sir Frederick Williams-Taylor] 


Rumanian Supplement 


INTERNATIONAL ACCEPTANCE BANK 


INCORPORATED 


International Banking Transactions 


Paut M. Warsure, Chairman 


F. Apsot GoopuHuE, President 


NEW YORK 





FIRE jf) A 
MARINE FM f7 Re} ACCIDENT 


LIFE BONUS 1926: 
COMPOUND REVERSIONARY BONUS OF £2% per annum. 


1 KING WILLIAM STREET, E.C. 4. 
Marine Dept. :—157 LEADENHALL STREET, E.C.3. 


ASSETS EXCEED 


£11,000,000 


THIRD CENTURY OF ACTIVE BUSINESS. 


BRANCHES AND AGENCIES THROUGHOUT THE WORLD. 
APPLICATIONS FOR AGENCIES INVITED. 





THE 


BANKER 


DECEMBER 1927 


MR. ANTHONY DE ROTHSCHILD 






































THE BANKER 


A Banker’s Diary 
Mid-October to Mid-November 


THE new arrangements for supervision of German 

borrowings abroad (see November issue) were made 

known early in November. The advisory 

oo committee consists of representatives of the 

. ee Ministries for Finance and Economics and 

of the Reichsbank directorate, and three 

others. Appeal from the decision of the committee is 

possible in prescribed circumstances. The main conditions 

of foreign loans are that they shall run for at least ten 

years, in the case of long-term issues, or for at most one 

year in the case of short-term credits. They must be 

for productive purposes, in the sense of being calculated 

to yield the funds necessary for interest and repayment. 

The States, on behalf of themselves and the municipalities, 

have agreed to conform to these arrangements for a 
period of two years. 


Towarps the end of October the Agent-General for 
Reparation Payments addressed to the German Govern- 
ment amen .idum on the public finances 

—_ of the Re  , States and communes, the 
text of which was published in the English 

Press on November 7. The memorandum asserted that 
“the German public authorities are developing and 
executing constantly enlarging programmes of expen- 
diture and of borrowing, with but little regard to the 
financial consequences of their actions.” A series of 
figures and facts was adduced in support of this view, 
and attention was directed to the unsatisfactory financial 
relations between the Reich and the States, and the 
increased charges involved in the proposed increases of 
officials’ salaries, the scheme for compensation of German 
nationals for loss of or damage to private property during 
the war, and the projected new general school law. 
After enumerating the probable consequences of these 
developments the memorandum suggested the urgent 
need of more effective supervision over public expen- 
diture, pointing out that the financial operations of the 
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Reich, States and communes had “tended very strongly 
to diminish the authority of the Reichsbank”’ in the 
field of currency and credit. The German Government 
issued a detailed reply, in which it was asserted that the 
proposals which the Agent-General had cited in no way 
endangered the stability of the Budget. Following the 
publication of the correspondence it was announced that 
the Government had decided to appoint a permanent 
committee, composed of representatives of the Ministries 
for Finance and Economics and others, to make all the 
necessary arrangements in connection with reparation 
payments. 


EARLY in November it was announced that the Swedish 
Match Company had agreed to take up $75 millions of 
French 5 per cent. 40-year Treasury bonds, 
French the proceeds to be used to repay the French 
External » <i . 
eo Government’s 8 per cent. loan, issued in New 
York in 1920, of which over $70 millions 
was outstanding. It is understood that the price at 
which the bonds were taken up was about 934 per cent. 
The International Match Corporation, a subsidiary of 
the Swedish Match Company, on November 7 made an 
issue in New York of $5c millions of 5 per cent. bonds 
at 983 to provide part of ti. “*nds for the operation. 


THE Reichsbank announced 1: October a reduction in 
the price at which it is willing to buy gold from 2,790 to 
; ,. 2,784 reichsmarks per kilogramme fine, thus 
‘ald Palies availing itself of the right to make a charge 
of six reichsmarks to cover minting costs. 
In addition, it appears that the Reichsbank has suspended 
the arrangements whereby gold could be presented for 
purchase at its Cologne, Hamburg, and Bremen branches, 
and has abandoned the granting of credits free of interest 
to finance gold imports. 


Earty in November it became known that the Greek 
Government and the National Bank of Greece had 
entered into an agreement for the founding 

Pc ol of an agricultural bank to take over this 
section of the National Bank’s business 

and to absorb other agncultural banks. The National 
Bank has agreed to make advances to the proposed 
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institution, at advantageous rates of interest, to the 
extent of at least one-fifth of the loans extended to 


customers, excluding the Government. 


It appears that the Federal Government has abandoned 

the proposal (see November issue) to set up a separate 

institution to take over the savings business 

a of the Commonwealth Bank, which under 

we ee the new arrangement will itself undertake 
of Australia ; ; ‘ 

the financial operations connected with the 


Government’s housing scheme. 


A NEW charter has been drawn up for the Bank of the 

Congo, and approved by the Belgian Colonial Council. 

Under the new rules the bank will be re- 

~—< the Guired to maintain a minimum reserve of 

“so 20 per cent. in gold and 20 per cent. in gold 

exchange against its notes, the convertibility of which 
will be re-established. 


THE introduction of notes and coin under the new 
currency system, the unit of which is the Palestine 
, pound (= 1), divided into 1,000 mils, 
anon took place on November 1. Arrangements 
have been made for the withdrawal and 
delegalization of the Egyptian currency now circulating 
in Palestine. (For particulars of the new standard see 
April issue.) 
THE flow of new issues is being maintained at a high 
level. Two large overseas Government loans, those of 
.. , Victoria and Kenya, were fully taken up. 
a See Two British corporation issues were also 
over-subscribed, but underwriters were left 
with very large proportions of the Sydney and Durban 
loans. The first of these took the form of 5} per cent. 
debentures at 993, the second of 5 per cent. redeemable 
stock at 99?. The two British issues were of 5 per cent. 
stock at premiums of I and 14 per cent. respectively. 
A wide variety of industrial issues appeared. Two 
shipping companies madesubstantial offers toshareholders, 
an issue in connection with British and Dutch margarine 
interests was over-subscribed, while the trust formed to 
take over a large holding of shares in the International 
Sleeping Car Company offered its entire capital of 
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5,250,000 ordinary shares at par. In this case under- 
writers were required to take up nine-tenths of the 
amount offered. Issues for amalgamation purposes and 
by trust companies have again been prominent. 


On October 31 the Bank of Norway raised its discount 
Bank Rate rate from 4} to 5 per cent. The National 
Changes Bank of Belgium lowered its discount rate 

from 5 to 4% per cent. on November 16. 


Mr. Gilbert's Philippic 


HENEVER the reparations question receives 
Vy more than a passing mention in the Press, it 
may be taken as a certain sign that things are 
not going well. How disconcerting for the optimists, 
then, the events and the comments of the last few weeks ! 
First the episode of the State Department and the 
proposed Prussian State Loan. Then the acrimonious 
comments —semi-official warnings, it is to be presumed— 
of the City Editor of the “‘ Times”’ upon the analysis 
of the respective rights of public and private creditors of 
Germany in the October number of Messrs. J. H. Schréder 
& Co.’s ‘‘ Quarterly Review.” Then the episode of the 
Parker Gilbert letter, and the air of mystery with which 
it was first referred to. Then the speeches and articles 
of the President of the Reichsbank, and the warnings 
of Sir Josiah Stamp that the time for hard thinking and 
plain speaking had arrived. Add to this, the chorus of 
unfavourable Press comment, and it will be realized that 
there has been a regrettable but undeniable worsening 
of the situation between Germany and the Allies. The 
central feature is the Parker Gilbert letter, and to that 
we intend primarily to address ourselves. 

First, as to what it does not do. It does not assert 
that reparations payments are imperilled. On _ the 
contrary, Mr. Gilbert is bound to point to the fact that 
the direct responsibilities of the German Government 
end when the stipulated annuities are paid into the 
Reichsbank, ‘‘ and the payment of these sums is amply 
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secured by the assigned revenues and other specific securi- 
ties.” Nor does it question the willingness of the German 
Government to implement its pledged word: on the 
contrary. “‘ From the standpoint of the execution of 
the experts’ plan, I accept at full value the often repeated 
assurances of the German Government that its settled 
policy is to do everything within its power to fulfil the 
obligations it has undertaken.”’ 

What the letter does do is to stress the indirect re- 
sponsibilities of the German Government, and that from 
two angles. First—and this will be no novelty to those 
who have read the last routine report of the Agent- 
General—it points to the defects, actual and contingent, 
of German public finance: the rapid growth of expen- 
diture, the intermingling of central and local finance, 
the diversion of the volume of savings from private into 
public channels, and the like. What is important in 
this connection is not the mere repetition of the sins of 
omission and commission for which the public financial 
policy of the German Government can be made re- 
sponsible. What is much more significant is the fact 
that these sins are linked up with the problem of transfer : 
that Achilles heel of the whole reparations question. 
“The measures taken by the Reich and the other public 
authorities ’’ are made responsible for (a) “‘ increased 
costs of production, increased prices and increased cost 
of living,” thus defeating the economic effects of the 
process of rationalization and diminishing “ the capacity 
of the German economy to compete for export ’’; and 
(b) ‘“ greatly stimulating German imports from other 
countries. Rising internal prices almost always have 
this effect, and under present conditions the tendency is 
enhanced by the additional purchasing power which is 
being placed in the hands of the public by the increasing 
expenditure of the Reich and the States and communes.” 

Secondly, these results of the financial policy of the 
public authorities do involve the responsibility of the 
German Government to do nothing which might imperil the 
possibility of transfers. For, by paragraph 7 of Annex 6 
to the first report, ‘‘ the German Government and the 
Reichsbank shall undertake to facilitate in every reason- 
able way within their power the work of the Transfer 
Committee in making transfers of funds, including such 
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steps as will aid in the control of foreign exchange ”’; a 
passage which, incidentally, reads somewhat differently 
in the French text. Now, as the Gilbert letter argues: 
“To the extent that German exports are hindered by 
obstacles interposed from without, other countries must 
bear the responsibility; but upon the German Govern- 
ment itself must rest the responsibility for actions of its 
own which tend artificially, by over-stimulating imports 
and hindering exports, to restrict the possibilities of 
transfer.” 

In view of the foregoing, it is clear that the utmost 
importance attaches to the following question: Can 
a direct link be established between the financial policy 
of Germany and the adverse balance of trade? Even 
if no such link can be established, the financial policy 
actually pursued can still stand condemned, only, in 
this case, it must be condemned on other grounds than 
those previously cited. 

In what circumstances is it likely that extravagant 
Government finance will lead to a rise of prices, an un- 
favourable balance of trade and an artificially enhanced 
purchasing power? In the first place, if the deficit 
in the public finances are met out of inflation. If the 
Reichsbank deliberately creates additional purchasing 
power, which it places in the hands of the public authori- 
ties, there will be a rise of prices and all the consequences 
predicted. But in so far as the extravagance of Govern- 
ment is due merely to borrowing from the public, then, 
however undesirable in other respects, there will be xo 
additional purchasing power created and no artificial 
over-stimulation of imports. There may be a wrong 
distribution of resources, but that is another matter 
altogether. 

In the second place, extravagant Government finance 
may produce an unfavourable balance of payments and 
a rise of prices, in so far as the resources drawn upon are 
foreign capital resources, which lead to an increase of 
purchasing power within the country. If dollars are 
lent to German public authorities and these dollars are 
then sold to the Reichsbank for bank balances ; if, further, 
these bank balances constitute a net addition to the 
volume of bank balances, i.e. the Reichsbank does not 
neutralize the new cash resources by a deflationary sale 
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of securities or restriction of discounts, then prices in 
Germany can rise until the excess of the German price- 
level over the world-level leads to an outflow of gold or 
foreign exchange. The direct responsibility of preventing 
these consequences obviously rests upon the Central 
Bank. In any case, the same consequences might flow 
from capital loans for “ productive purposes,’’ so long 
as only the first stage of investment is reached, and the 
period of fruition is still some distance off. 

But in the case of Germany there is an important 
buyer of foreign exchange constantly in the market, 
and operating in that market upon a progressive scale. 
That buyer is the Agent-General and his Transfer 
Committee. Given that exchange sold to the Reichsbank 
ts allowed to react fully upon the volume of internal 
purchasing power, still, it can only do so to the extent 
of the excess of foreign exchange sold to Germany over the 
amount of foreign exchange bought by Germany. When 
the reparations tax-screw is put upon the German people, 
funds flow into the account of the Agent-General, who 
puts these funds (in reichsmarks) at the disposal of such 
holders of foreign exchange as have it to sell. So far 
as capital loans offered to Germany are offset by exchange 
purchases by the Agent-General, vo rise in the price-level 
takes place. The net effect is the same as if mo funds 
had been borrowed abroad and no reparations had been 
paid, but the public expenditure in Germany had been 
financed directly at the cost of the German taxpayer. 

This result by no means disposes of the problem. 
For, in fact, what is really wrong in Germany is that the 
possibility of borrowing the sums ultimately transferred 
to the Agent-General, prevents those consequences from 
arising which might otherwise have been produced, viz. 
the deflationary effects of a tax-policy, the proceeds of 
which are invested abroad. It appears to us that the 
crux of the German situation lies in the fact that so long 
as reparations payments can (virtually) be borrowed, 
the purchasing power of the German people does not, 
indeed, rise, but that it is not reduced below its previous 
level, as it would tend to be under the pressure of taxes 
raised for the payment of reparations. Industry in 
the modern world depends upon a continuous inflow of 
orders, When taxes are raised and the proceeds are 
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spent by Government, the depressing effect upon the 
price-level due to withdrawal of consumers’ purchasing 
power is offset by the expenses of Government. When 
the proceeds of taxation are deliberately held off the 
market for a time, prices will show a falling tendency. 
This will produce the foreign orders, and enable transfers 
tobe made. At any rate, if these effects are not produced, 
then it is difficult to see how transfers can be stimulated 
in any way at all. 

From the standpoint of an immediate maximization 
of the volume of transfers, it would seem fairly clear, 
the more foreign exchange is sold to Germany within a 
given period of time, the more the Agent-General can 
re-transfer to the Allied creditors. But this process 
does not adapt the German economy to the task of paying 
“real’’ reparations, for it does nothing to lower the 
aggregate purchasing power of the German people. If 
the sums are borrowed for totally ‘“ unproductive pur- 
poses,” it adds nothing to the future income-producing 
power of Germany ; the labour which might be producing 
an export surplus is adding only to the current stream 
of “‘ comforts and luxuries.”” Even this has a limited 
validity; a population so ground down by years of 
under-feeding and nervous exhaustion as the German 
people may find building up the health and strength 
of the population again an economically justifiable 
thing. A good deal turns, in other words, in this 
connection, on the precise meaning of “ unproductive. 

The Agent-General has performed a useful service in 
questioning the happy-go-lucky policy of Finance Minis- 
ters in the modern world bestowing benefits on their 
constituents and leaving deficits to their successors in 
office. But it does not follow that in his analysis of 
cause and effect Mr. Parker Gilbert is necessarily always 
right in all his details. Up to three years ago, it was 
impossible to discuss reparations rationally because to 
question the assumption of the political unity of the 
Allies was so dangerous that very few ventured on it. 
Now that the whole issue has been lifted on to another 
plane, let us not substitute for the infallibility of Prime 
Ministers the verbal inspiration of the Dawes Plan. 
Some critical years are approaching and hard thinking 
on immensely difficult subjects is the only way out. 
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Currency Economy 
T HE fact that the advances of the London 


clearing banks now represent 53 per cent. of 

their deposits, and have, therefore, reached a 
ratio which is normally regarded as near to the limit of 
safety, has stimulated discussion as to the ability of the 
banks to finance an appreciable revival in trade and 
industry. This question formed the subject of an interest- 
ing inaugural address delivered on November 8 by Mr. 
Frederick Hyde as President of the Institute of Bankers. 
He referred to the great expansion in recent months in the 
amount of bank advances—an expansion which, it may 
be noted, has occurred in spite of a decline in the general 
price-level—and pointed out that, owing to the losses 
incurred by many traders as a result of numerous post- 
war difficulties, liquid working capital had been depleted, 
with the consequence that, in the event of a trade revival, 
demands would be made upon the banks for extra accom- 
modation for the purpose of purchasing stock and paying 
wages until the proceeds of new sales were received. Mr. 
Hyde appears to think that there may be some difficulty 
in meeting these demands, and that the position might be 
improved by an alteration in the financial organization. 
He explains that the power of the banks to increase their 
advances is conditional upon an increase in their deposits, 
and that the total of deposits is largely dependent upon 
the amount of the cash held by the banks and the ratio 
of cash to deposits which the banks maintain. This 
conclusion leads him to a consideration of the ways and 
means by which the banks may not only increase their 
cash resources, but may also safely reduce the ratio of 
cash customarily held against their deposit liabilities. 
In this connection, Mr. Hyde emphasizes what he 
considers to be a disadvantage of our normal system. He 
points out that under that system, if the banks meet 
demands for additional currency out of their own till 
holdings, their total cash is reduced by the amount of 
such withdrawals only. If, however, to meet these 
demands they obtain currency from the Bank of England, 
they not only suffer a reduction in their deposits at the 
central institution, which are virtually equivalent to cash, 
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but the Bank of England, finding its ratio of cash against 
its own deposits reduced, may take steps to correct the 
position by measures such as selling securities, the effect 
of which is to reduce still further the bankers’ balances 
at the Bank of England. 

Mr. Hyde, therefore, considers that the banks should 
hold a substantial portion of their cash reserves in the 
form of currency and that they should use this currency 
freely to meet special emergencies, thereby avoiding a 
disturbance of the bankers’ deposits at the Bank of 
England and relieving the latter institution of some of 
the pressure to which it is periodically subject. Mr. 
Hyde recognizes, however, that it is not practicable at 
present for the banks to increase their cash reserves 
substantially, unless they can obtain control of some of the 
legal tender now in the hands of the general public. In 
June, 1914, the legal tender money (other than subsidiary 
coins) in bank reserves and in circulation in the United 
Kingdom consisted of about £123 millions of gold coin 
(excluding that held in the Issue Department of the Bank 
of England) and about £57 millions of Bank of England 
notes—a total of {180 millions. Legal tender in this 
country is now almost entirely confined to Bank of 
England notes and currency notes, and the effective 
circulation of these two issues amounts approximately to 
£410 millions. On the basis of a 70 per cent. increase in 
the cost of living, a circulation corresponding to the pre- 
war figure would amount to £306 millions, and although, 
for various reasons, it is not to be expected that the 
currency requirements today are identical with those 
existing in 1914, it is very probable that the legal tender 
outstanding is considerably in excess of the real needs. 
Mr. Hyde, therefore, suggests that the banks should 
consider the possibility of encouraging the development 
of banking habits generally, including the offering of 
further inducements to people in receipt of weekly wages 
to open banking accounts. By this means, economies in 
currency could be effected, and Mr. Hyde states that if the 
redundant notes paid into the banks could be held by them 
as part of their cash reserves, the banks could increase their 
advances to trade and industry, and they would be pro- 
vided with additional cash resources without having to 
entrench upon the cash held by the Bank of England. 
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The position, however, is perhaps not quite so simple 
as Mr. Hyde suggests. If the banks were able to obtain 
possession of an appreciable part of the redundant 
currency, and if, in addition, they found they could safely 
reduce the proportion of cash to be maintained against 
their deposits, their potential credit-creating power 
would be enormously expanded. Mr. Hyde himself 
stated that if the banks could increase their cash they 
could increase their advances, and thereby increase their 
deposits by eight or nine times the amount of the in- 
creased cash, even without disturbing the ratio of cash to 
deposits, and if, by means of a lower ratio, further cash 
were liberated, that cash also could be made the basis for 
a similar increase in deposits. There can be no doubt, 
however, that the banks would be quite unable to take 
full advantage of their credit-creating potentialities. 
Credit can only be safely granted to the extent to which 
the actual conditions of trade warrant, and if, under the 
gold standard, it is granted in excess of that limitation, 
inflation results, with a rise in prices, an adverse balance 
of trade, a loss of gold, and a contraction of credit and 
currency until such time as the position is corrected. 
The United States have fully recognized the undesir- 
ability of allowing their large supplies of gold to be used 
as a credit basis to the full extent possible, and for this 
purpose they have taken steps to “freeze’’ a considerable 
part of their gold holdings in order to prevent it from 
disorganizing the price-level. The result has been, how- 
ever, that the reserves of the Federal Reserve Banks 
have been considerably in excess of their legal require- 
ments, and, in all probability, a really successful applica- 
tion of Mr. Hyde’s suggestions would result in the banks 
being in possession of large supplies of currency much in 
excess of their needs, and which, if used as a basis 
for credit, might spell disaster. There is no doubt that 
much may be said in favour of encouraging banking 
habits and economy in the use of currency, especially 
in view of the danger that a world shortage in gold may 
cause further downward movements in commodity prices, 
but the extent of economy in this direction is definitely 
limited if the currency withdrawn from circulation 
remains in the hands of the commercial banks. Why 
should not economy be carried a step farther, and the 
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redundant currency be transferred to the central institu- 
tion ? It could be made the basis for a larger volume of 
credit in that way than if it were distributed among 
several banks. So far as the credit base proved to be in 
excess of requirements, the Bank of England would take 
steps to adjust it. In fact, it is the duty of the central 
institution, as the custodian of the country’s gold reserves, 
to see that the credit position is kept in a healthy 
condition, and it is very unlikely that they would favour 
a system under which the commercial banks might, to 
a considerable extent, pursue an. independent policy. 
If the banks were to hold large currency reserves 
of their own, which might, under Mr. Hyde’s suggestions, 
be considerably in excess of their needs, the Bank 
of England would lose that control over credit policy 
which is so essential to the maintenance of a competitive 
price-level, trade equilibrium, and satisfactory foreign 
exchanges. If the banks had large currency reserves 
in their own tills, the Bank of England might be 
ignorant, until long after the fact, that a drain of currency 
from the banks to the general public was taking place, 
and its first warning might take the form of a withdrawal 
of gold for export. 

In currency matters it is often necessary to act 
promptly; but without adequate knowledge of the posi- 
tion, the Bank of England could not give a lead, and in 
the absence of a lead the various banks might be pursuing 
a number of divergent policies. Unless the commercial 
banks took co-ordinated steps to increase monetary rates 
and to contract credit whenever the position was becom- 
ing unhealthy, serious consequences might ensue; but the 
commercial banks, several in number, in competition 
with one another, wishing to satisfy their customers and 
being more susceptible to profit considerations than the 
central institution, are obviously in a less favourable 
pesition for taking action than the Bank of England. 
Fortunately, it is highly improbable that such a respon- 
sibility will be saddled upon the commercial banks. If 
they were to have large supplies of notes returned to them 
from the public and were to decide to reduce their ratios 
of cash held against deposits, the authorities would 
doubtless take steps to prevent any inflationary tenden- 
cies resulting, and for this purpose the Bank of England 
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could sell in the market some of its securities, or the 
Government could offer a loan to the public and use the 
proceeds for permanently withdrawing the excess currency 
from active circulation, perhaps at the same time reducing 
the fiduciary limit. It would seem, therefore, that in all 
probability the banks will have to find some other means 
of financing a trade revival than that suggested by Mr. 
Hyde. There is no reason to be alarmed at the prospect 
in this respect. Mr. Hyde pointed out that owing to 
prev vailing conditions, many liquid loans have temporarily 
become “lockups,” but with a trade revival these loans 
would be more rapidly repaid, and new loans would be 
spread over a shorter period than at present, so that even 
without increasing the present total of loans very con- 
siderably it would be possible to finance a much larger 
volume of trade. Moreover, the possibilities of granting 
accommodation by way of discounted bills instead of by 
way of loan, and of obtaining additional supplies of gold 
from abroad, might also help to ease the position. While, 
however, there seems no reason to be unduly anxious as 
to the ability of the banks to render adequate assist- 
ance to trade and industry, the points raised by 
Mr. Hyde are interesting, and may help towards a fuller 
appreciation of the points involved in credit policy. 


Bank of England Re-Organization Discussions. 


During the last few months an entirely informal 
committee of directors have been examining into the 
organization of the Bank with a view to recommending 
such alterations as may be required by _ post-war 
conditions. To supplement the advice tendered by 
high officials the committee have sought counsel from a 
number of gentlemen unconnected with the Bank, and 
the results of its inquiries will doubtless be stated at a 
future meeting of the court of directors. 

Certain changes have been made which affect the 
office of comptroller of the Bank of England. This office is 
of comparatively recent origin, and is held by Sir Ernest 
Harvey, who succeeded the first holder (Sir Gordon 
Nairne). An additional comptrollership has recently 
been created, and is held by Sir Otto Niemeyer, G.B.E. 
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The Socialist Surtax Scheme 
By W. W. Paine 


Director of Lloyds Bank 


HIS proposal is another illustration of the fact, 

already evidenced by their advocacy of the 

Capital Levy, that the Labour Party are seeking 
to attain objects which are in themselves desirable by 
the wrong means—means, in fact, by which those objects 
never will or can be attained. This seems to arise from 
their not unnatural desire to reach in a very short time 
an end which, because of the operation of economic laws, 
can only be reached by gradual changes and processes. 
For they do not appear to realize that any violent changes, 
disturbances, and displacements in the economic field 
will always, for one reason or another, prove injurious 
to trade and commerce, upon which the working classes, 
like the rest of the community, depend for their pros- 
perity, and will for that reason reduce and delay the 
operation of the only means by which the improvement 
in their conditions, which every right-thinking man 
desires, can come. 

I propose in this article to submit this new proposal 
to a short examination, and to give in detail the reasons 
for the view which I have expressed. 

There are, however, two preliminary points which 
must be taken into account in any comprehensive 
consideration of this subject. 

The sponsors of the proposal rest their case upon two 
main grounds. First, that the surtax will yield a sum of 
£85 millions a year, which, with £15 millions a year to be 
derived from increased death duties, will make up {100 
millions for the purposes to which the proceeds are to be 
applied; and, second, that, by imposing it exclusively 
upon income from property and investments, which they 
call ‘‘unearned” income, they will avoid placing any new 
burden upon trade and industry. It will be convenient 
here to state the objects to which the proceeds of these 
additional taxes are to be applied, which are, in the 
following order : (1) to the removal of taxes upon neces- 
saries, i.e. mainly the tea and sugar duties; (2) to social 
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services, undefined ; and (3) to reduction of the National 
Debt. 

The first point, therefore, which we have to consider 
is whether the estimate of £85 millions a year is justified. 
Now, the total taxable income of the whole community 
for the year 1924—25 was £1,340 millions, and was payable 
by 2,400,000 persons. The surtax is only to be levied on 
incomes in excess of {500 a year. The estimate of £85 
millions, at an average rate of 2s. in the {, predicates a 
total income arising from property and investments of 
£850 millions. On that basis the total amount of taxable 
earned income could not have exceeded {£490 millions 
(1,340 less 850 millions), and, indeed, must have been less 
than that figure by the amount of that portion of all 
incomes from property and investments up to {500 a 
year which is liable to income tax but will not be 
subject to the proposed surtax. 

This seems a rather startling result, and readers of the 
“Nation and Atheneum” will be aware that it has been 
submitted to careful examination by that paper, with the 
conclusion that the estimate is enormously overstated. 

I do not propose here to go more closely into that 
point, beyond saying that Mr. Lee Smith, by whom the 
proposal was introduced to the recent Labour Conference, 
now admits that the estimate includes in the incidence of 
the surtax undistributed profits of companies, estimated 
by the Colwyn Committee at £220 millions per annum, 
which, at the average rate of 2s. in the {, would be respon- 
sible for £22 millions out of the total estimate of £85 
millions. To that extent, therefore, at any rate, the claim 
that the tax will impose no additional burden upon trade 
and industry completely breaks down. 

The second preliminary point is the description of 
income derived from property and investments as “un- 
earned.”” It is unfortunate that this description has 
passed into common use as covering income to which it 
can only be applied in a most misleading sense. 

A fortunate landlord, whose rents have increased, 
perhaps from no exertions of his own, may be said to be 
in possession of unearned income. In a less degree, but 
still with a measure of truth, the term may be applied 
to inherited wealth, which, though earned by their pre- 
decessors, has not actually been earned by the present 
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recipients, though it should be noted that heavy toll, in 
the shape of death duties, has already been taken by the 
State of all such property. 

But to apply the term “‘unearned” to income arising 
from the recipients’ own savings, which, in bulk, represent 
an important part of the capital available for industry and 
trade, is wholly misleading. Such income has not only 
been earned by work, but it has in a sense been doubly 
earned, both by work and by the thrift and self-denial 
which have rendered such savings possible. The danger 
of applying so inaccurate a description to income of this 
kind is exemplified by a quotation from the speech of 
Mr. Lees Smith in introducing the proposal for the surtax 
to the Labour Party Conference. 

He said: ‘‘Income tax at present comes from earned 
and unearned income. The former source was the worker, 
the Civil Servant, the clerk; the latter was represented 
by the owners of securities, the drawers of rent, of interest 
on mortgages and investments; people (and this is the 
gem of the quotation) of whom it may be said that their 
wealth comes to them in their sleep without any necessity 
for work or personal exertion.” 

Imagine a man who, by industry and hard work over 
a period of thirty or forty years, has managed to save a 
competence for his old age, and for his wife and family, 
being told that his wealth comes to him in his sleep ! 

There is, of course, a certain value in a statement of 
that kind, for, although it conveys so utterly misleading 
an impression as to constitute the merest travesty of 
the facts, it serves to show the prejudice with which this 
question has been approched by those who are responsible 
for the present proposal. 

In this respect the proposed surtax fully shares the 
evils of the Capital Levy, as it singles out the thrifty 
for special taxation and leaves those who are spending 
the whole, it may be, of much larger incomes, scot free. 
Whilst it is fair enough that what are rightly known as 
“precarious” incomes should have, as they have at 
present, an abatement which is not extended to income 
derived from property and investments, I say deliberately 
that it will be a curse to this country, and to none more 
so than to our working classes, if the habit of thrift and 
saving from which, as I have said, the capital of our 
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trade and industry is largely derived, should be penalized, 
as is proposed by this surtax. 

Moreover, the objects to which the proceeds of the 
tax are to be applied (assuming that they are justifiable 
on economic grounds, as to which I am not here expressing 
any opinion) are national objects to which all sections 
of the community should contribute, and it is entirely 
unjustifiable and alien to all our conceptions of taxation 
that a particular class should be singled out for taxation 
in this way. It will undoubtedly, for that reason, create 
a grave sense of injustice—a point of great importance 
in all taxation, if only because it paves the way to 
extensive evasion. 

Besides, the distinction between earned and unearned 
income for this purpose may lead to the most inequitable 
results. An owner of a private business of the kind which 
more or less runs itself, may leave the whole of its active 
supervision in the hands of a manager, and may be able 
to spend a large part of his time in travel or other forms 
of amusement and recreation. He will not be called upon 
to pay the surtax. Another man, who has turned his 
business into a company, from the shares of which he 
derives income, may be constantly at work looking after 
the company’s business, but because that income is 
derived from “property and investments” it will be liable 
to surtax, though it may be just as precarious as, or even 
more so than, that derived from a privately owned 
business. 

The conclusion derived from these arguments is 
therefore clear that, if the objects to which the proceeds 
of the surtax are to be applied are economically justifiable, 
provision for them ought to be made by an increase in the 
income tax, or by indirect taxation, and not imposed upon 
any one section of the community. 

But we have also to consider the proposed surtax in 
the wider aspect of its effect upon the trade and industry 
of the country, and of the claim made by its promoters 
that it will not impose any additional burden upon 
industry, which latter claim has already broken down, 
as we have seen, to the extent of {22 millions a year. 

It may be admitted that it is free from some of the 
objections to the Capital Levy. It avoids the absurdity 
of imposing a tax of £3,000 millions in order to effect a 
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net revenue saving of {40 millions or £50 millions a year, 
and it will not entail the vast expense of setting up the 
complicated machinery which the Capital Levy would 
have required. But herein, too, lies a danger, for there 
is no doubt that the surtax can be imposed by a few 
sections of a Finance Act passed in a single session of 
Parliament, and, whilst there have been four or five years 
in which to bring home to the people the dangers of a 
Capital Levy, the time for performing a similar service 
in regard to the present proposal may be limited to twelve 
or eighteen months. 

Moreover, the Capital Levy was designed to effect 
large reduction in the National Debt, and so to reduce 
the income tax which its promoters at that time declared 
to be an intolerable burden upon industry. The present 
proposal, however, contains no suggestion of any reduc- 
tion of income tax, and, in view of what passed at the 
Labour Conference, we may safely assume that no part 
of the proceeds of the tax will ever be applied in repay- 
ment of the National Debt, an object which its authors 
themselves put last in the order of their application. It 
is clear that this is inserted merely for the sake of 
appearances. 

What, then, is the effect of this proposal upon trade 
and industry likely to be ? 

The principal source of the capital constantly 
required in this world of change and scientific progress for 
new enterprises and undertakings, and for the expansion 
of those already existing, is savings out of current income, 
and those savings must mainly come, for the present at 
all events, from the propertied section of the community. 

It is fortunate that Mr. Snowden has recently 
emphasized the immense importance of such savings to 
the trade and commerce of the country. We must, 
therefore, consider how they are likely to be affected by 
‘the proposed surtax, combined, it must be remembered, 
with an increase in death duties. 

We have no information as to the basis upon which 
the surtax is to be graduated, but a well-informed corre- 
spondent of the “‘ Times”’ has estimated that, in order to 
average 2s. in the {, while being assessed at a lower rate 
upon the smaller incomes in excess of £500 a year, it 
will have to amount to as much as 5s. in the £, or more, 





542 THE BANKER 
upon the higher ranges of income. This, in addition to 
the existing rates of income and super taxes, will almost 
bear the character of confiscation, for together they may 
amount to as much as I4s. in the £. Such a tax will 
undoubtedly cause disturbance and displacement of 
employment only less acute than would have been 
involved by a Capital Levy. 

In any case, it is clear that a tax of this kind, specially 
affecting savings, will not only reduce the amount of such 
savings, but, what is quite as important, will reduce the 
desire and incentive to save. In these days of high taxa- 
tion people are already far too prone to think that, as 
they are paying to the State so large a proportion of their 
incomes, and, as the State again takes heavy toll on their 
estates when they are dead, saving is not worth while, 
and it is better to have a good time by spending pretty 
well the whole of their incomes. 

It is idle to say, as Mr. Ramsay MacDonald has recently 
said, that, if this surtax is imposed, saving will go on as 
before. You cannot possibly take £85 millions out of the 
pockets of the people who, as a class, are those who save, 
without reducing the amount of their savings, and Mr. 
MacDonald entirely neglects the psychological aspect of 
the matter in assuming that the disposition to save will, 
in face of such a tax, remain unimpaired. 

There is not, I think, the slightest doubt that savings 
would be reduced by a far greater amount than the £85 
millions per annum. 

The results of this will be disastrous to the habit of 
thrift and to the moral of the nation, and will be hardly 
less serious in their direct effect upon trade and industry. 
The curtailment of the regular supply of capital will 
very soon make itself felt, and will have the necessary 
consequence of increasing the price which industry will 
have to pay for such capital as is still available. 

But the effects of the tax will not end even there. 
The only hope of permanently cheaper money, which is 
a pre-requisite for any favourable conversion of the 
National Debt—a point of great importance to trade— 
lies in the accumulation of capital seeking investment. 

Lastly (and this is a most important point), the 
curtailment of annual savings, and the continual eating 
by death duties into the fund from which the surtax is to 
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be derived, will inevitably reduce that fund, with the 
result that the commitments which will have been entered 
into on the faith of it will entail further increases in 
the amount of the tax. We shall have started, in fact, 
down the “slippery slope”’ of frittering away our national 
resources upon objects which, however desirable in them- 
selves, can only at present be attained at the expense 
of our trade and commerce, which are the lifeblood of 
the whole community. 

I do not think, therefore, that, when this proposal is 
carefully examined, one can escape from the conclusion 
that it has been put forward as a political expedient, 
without any due or proper consideration of its economic 
consequences—consequences which in the end, though 
not perhaps immediately, must have a most injurious 
effect upon the very class which they are apparently 
designed to benefit, as well as upon the whole community. 

The whole question is of immense importance to 
bankers who, if I am right in the conclusions which I 
have drawn from the admission made by Mr. Lees Smith, 
will be called upon to pay the surtax, at a rate at present 
undefined, upon their undistributed profits, so far at all 
events as these are derived from income from property and 
investments which is at present classified as “unearned.” 


Banking Appointments 


Mr. Antenor Patifo has joined the beard of the 
Anglo-South American Bank. 

Mr. Charles Lidbury, at present superintendent of 
branches of Westminster Foreign Bank, has _ been 
appointed a joint-general manager of the Westminster 
Bank. 

Mr. Frederick J. Fisher, vice-president and a director 
of the General Motors Corporation, has been elected to 
the board of the National City Bank of New York. 

Mr. H. J. Sedgwick has been appointed registrar 
of the National Provincial Bank in succession to Mr. 
G. A. Cosser, who has retired after 44 years’ service. 
Mr. H. F. Dana has been appointed deputy-registrar. 

Mr. A. E. Thorne, secretary of the British Overseas 
Bank, has been appointed deputy-manager of the bank, 
but retains the office of secretary. 
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French Sinking Fund Fallacies 


By Joseph Caiflaux 


speech in which I expressed the wish that payments 

for the redemption of war and post-war debts 
should be spread over a sufficient length of time to avoid 
an excessive burden on the present generation, inquires 
if I believe that “‘ such a policy would strengthen the 
internal and external credit of France and if it would 
recommend itself to the millions of electors who have 
invested their savings in Government securities ?”’ 

I might in turn ask if this critic understands the 
meaning of my remarks. Before attributing to me a 
policy harmful to the internal and external credit of 
France, he might have recalled that a few years ago I 
made certain arrangements calculated to strengthen 
French credit in England, and time has shown that it 
required some courage to effect those arrangements. 
With regard to the well-being of the small rentiers I may, 
perhaps, be permitted to refer to my book ‘ Whither 
France, Whither Europe? ’’ published nearly seven years 
ago, in which I strongly protested against the suffering 
which the financial policy of the time was preparing for 
them. For my part, I have given good proof of my 
belief in the necessity for strengthening credit and 
doing justice to the ventier, and for this reason I am 
opposed to certain extreme measures in redemption 
policy; for important reasons which, somehow, seem 
to have escaped the attention of my eminent English 
critic. 

While I entirely support the principle of redemption, 
I believe with Léon Say, that what ccunts is the will 
to redeem, not the precise method employed. I am 
more than sceptical about the efficacy of sinking funds, 
for I know only too well the history of those which have 
flourished in France, and without going back to the one 
established by Machault, one of the best ministers of 
Louis XV, nor dwelling upon the one created by Napoleon 
I, which terminated its existence with a deficit of more 
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than 14 million francs on the charge of the budget, I 
cannot forget that in more recent times the fund which 
operated from 1816 to 1871 served every other purpose 
but that of redemption. There is no more extraordinary 
financial result than that disclosed by the following 
figures. In fifty years the fund received 4,874 millions 
and only redeemed 1,786 millions : the rest, amounting 
to more than three milliards, served in various ways to 
cover gaps in the budgets. 

I know the reasons now urged in favour of another 
attempt to create a great sinking fund, and I also know 
the safeguards proposed to preserve it. But, even if I 
believed in the efficacy of these safeguards, I can see no 
answer to the fundamental criticism applie d to all sinking 
funds which operated in the nineteenth century, in 
England as well as France, a criticism which Léon Say 
has admirably summarized in these terms: “ It has been 
remarked that while States operating under the sinking 
fund have bought in securities, as borrowers they have 
always sold them, and it has been proved by examination 
of the transactions of more than a century that the price 
at which States have bought securities through the 
sinking fund was generally higher than the price at which 
they sold them as borrowers.”’ 

Thus all redemption, even if operated by an indepen- 
dent sinking fund, is nothing but an illusion if at the 
same time new loans are contracted. There can be no 
real redemption except by surplus on revenue and, it 
goes without saying, by veal surpluses exclusive of all 
recourse to credit. Up to the present, the redemption 
carried out in France since last year does not conform 
to that rule. The consolidating loans have increased 
the long term debt by more than eleven milliards and 
the floating debt itself has increased by more than two 
milliards. But even supposing that this condition of 
affairs did not exist, and that the redemption policy was 
really effective, it may still be doubted if it is more 
advantageous to maintain taxation in order to acquire 
surpluses for sinking fund purposes, or to arrange reliefs 
in order to facilitate the development of national 
wealth. 

The question was long debated in England during 
the last century, and in 1866 the movement in favour of 
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lighter taxation triumphed and secured the abolition 
of the sinking fund. France is now confronted by a 
similar problem but in a more acute and fateful form. 
It is not a question of choosing between a moderate rate 
of redemption and the growth of the national fortune. 
The question is whether the excessive redemption policy 
is not affecting the revenue itself, and injuriously affecting 
the most vital interests of the State. Are not the excessive 
sacrifices wrung from the nation, paralysing production, 
impoverishing its citizens and drying up the circulation 
of wealth? It may even be necessary to ask a gravely 
embarrassed nation to subscribe to further loans in 
order to meet approaching deficits. 

Nobody, be he who he will, desires more than myself 
the strengthening of French credit; but this credit is 
bound up with the national wealth. If there have been 
States which remained poor in rich countries, there is 
no example of a State which continued rich in a poor 
country. Is France’s trade steadily declining through 
an excessive drain of taxation required by swollen sinking 
funds? Ishould like to answer “‘No”’; but, unfortunately, 
each day discloses a new symptom of a growing disease. 
In every part of France large industrial enterprises 
stagger under burdens of taxation. Their condition may 
not be understood by the uninformed observer, because 
most large enterprises have been infused with the French- 
man’s flair for saving. French industrial directors, with 
a prudence which has often seemed excessive to their 
foreign competitors, have accumulated reserves which 
still enable them to prevent a most formidable unemploy- 
ment crisis. Their task is heavy. The statistics for 
1927 reveal a grave condition of affairs. Certain indus- 
tries such as building and textiles are not even able to 
maintain their pre-war standards of production. 

A comparison of the statistics for 1926 with those 
for the present year shows that profits from the sale of 
finished goods abroad have declined to the profits of semi- 

manufactured products and raw materials. The combi- 
nation of heavy taxation and the revalorization of the 
franc has played havoc with the export trade. 

To repeat a formula of my own, many of the taxes 
now imposed in France have reached the point where the 
tax devours itself and imperils the national prosperity. 
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There is no other remedy but the reduction of taxa- 
tion which would no doubt affect our artificial redemption 
policy, but would also safeguard the future of France, 
increase the State’s revenue resources, and establish the 
internal and external credit of France upon a more solid 
basis. Ease at the Treasury would not then be procured 
at the expense of national industries. 

May I add that the observations I have made in this 
article are not without importance to countries other 


than France. 


Bank Amalgamations 


On November 24 Commander Carlyon Bellairs, the 
Unionist member for Maidstone, inquired of the Chan- 
cellor of the Exchequer “whether he was aware that 
when the agreement for the amalgamation of the National 
Bank of India with one of the great London banks was 
ready for submission to the shareholders in 1917 the 
Treasury intervened and vetoed the transaction; and 
whether it is still the considered policy of the Treasury 
to oppose amalgamations between banks in Great Britain 
and banks in the Empire ?”’ 

Mr. Chancellor Churchill replied: “As regards the 
general policy of the Government in dealing w ith applica- 
tions for bank amalgamations, I would refer my honour- 
able and gallant friend to the reply I gave on July 7, 
1925, of which I am sending him a copy. For reasons 
which he will appreciate, I am not at liberty to make any 
statement as regards specific applications which may or 
may not have been submitted in the past.” 

Commander Bellairs inquired : “Does not that state- 
ment apply to amalgamations in the Mother Country 
only ?”’ 

The Chancellor replied : “No, sir; it is general in its 
effect, as my honourable and gallant friend will see when 


I send the reply to him.” 
QQ2 
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Banking Unrest in the United States 
By H. Parker Willis 


HE month of October has been a_ period of 
active discussion with respect to general banking 
policies and particularly with regard to Federal 

Reserve methods throughout the United States. Out- 
standing events of importance have been the annual 
meeting of the National Bankers’ Association, the effort 
of influential senators to bring about an important 
change in the attitude of the Government toward invest- 
ment banking, as reflected in its practice in passing upon 
foreign loans, and a series of conferences among Federal 
Reserve authorities which have been designed to clarify 
the plans of our central banking organization and, so far 
as possible, to restore peace among the conflicting factions. 

The meeting of the American Bankers’ Association 
was pushed forward several weeks beyond the usual time 
of meeting, and was not finally completed until well 
toward the end of the month of October. The Associa- 
tion was thus enabled to get a general and broader view 
of the banking situation, covering practically a year past, 
and the official addresses were considerably more signi- 
ficant than usual in their grasp of the major problems 
which the banking world is confronting. Of these, two 
were of obviously commanding significance—the attitude 
to be taken by the bankers tow vard proposed egy gpeoeageen 
of the Federal Reserve Act; and the action, if any, 
be taken by them, or by State and national festeledive 
bodies, with a view to correcting the tendency to failure 
which for several years past has caused a mortality of 
some 800 to 1,000 banks per annum. 

As to the first point, it is highly significant that the 
Bankers’ Association has definitely taken up a position 
adverse to any decided change in the Federal Reserve Act. 
President Traylor, in his annual address, took the view 
that such a change would be highly unwise at this time, 
and that (apparently) the re was no warrant at any time 
for seeking any general or “fundamental”’ change in the 
provisions of the law. This is the reply of the guiding 
authorities of the Association to that large number of 
bankers who are inclined to feel that an early revision 
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of the Act should be had, perhaps at the session of Con- 
gress Which will open in December. There is, undoubtedly, 
great dissatisfaction with many of its provisions, and 
partic ularly with those which relate to reserve holdings 
and to compulsory membership in the system. This 
dissatisfaction may or may not be well founded ; the fact 
is that it exists, and that, coupled with it, is criticism 
or complaint which follows along the lines already indi- 
cated in the pages of this journal in former months. 
Consultations between influential members of Congress 
and leading authorities in the banking field have, how- 
ever, brought a fair degree of agreement that nothing 
should be attempted during this winter. This leaves the 
question open whether so-called “ Radical’’ members of 
Congress will be able to force the discussion to the front. 
They unquestionably mean to do so; but the fact that the 
Conservatives have succeeded in prese nting a tolerably 
united front to critics is unquestionably an important 
factor in the case ; and one which will go far in preventing 
any enactment from taking place, no matter how urgently 
critics may endeavour to bring about the passage of 
some new piece of legislation. 

As for the question of bank failures, the bankers have 
found it difficult to reach anything like as harmonious 
a position. It is a fact that the 3,000 or more failures 
which have occurred in the past three or four years have 
been predominantly among small banks; indeed, only a 
very modest percentage of them have had a capital and 
surplus in excess of $250,000. From this has grown up 
in a good many minds a belief that the bank failure 
epidemic has been a disease of small banking. This is 
far from being a true estimate of the situation, but the 
fact that it is widely accepted among large bankers has 
resulted in establishing a kind of feud between the larger 
and smaller institutions. Thus, when the’ American 
3ankers’ Association some months ago appointed a 
special committee to look into the failure situation and 
see what remedies it could recommend, it gave to that 
committee a very difficult task which involves the use of 
no little diplomacy. The upshot was the presentation 
of a report at the recent convention which expressly ex- 
onerated the small banks from the charges of bad manage- 
ment, or even of special weakness due to the smallness 
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of their size, and which attributed failures to the fact 
that banks of relatively low capitalization are not og 
to withstand the readjustments which are necessary 

times when the economic structure is shifting ak a 
higher to a lower level of values. As remedies, three 
major changes were suggested: (1) moderate increase 
in the minimum capitalization required for the incorpora- 
tion of a new bank; (2) insistence upon the use of greater 
care in the chartering of banks in several of the States; 
and (3) the establishment of so-called “clearing-house 
associations,’ or organizations of banks within a local 
territory whose purpose it should be to set on foot a 
process of mutual self-examination. This would be witha 
view to exercising a kind of general oversight or control, 
and also with a view to warning the several members 
of such a banking group of the possibility that bad paper 
or dangerous cre dit was creeping into their portfolios. 

All these remedies are viewed by those most conver- 
sant with the situation as being harmless or mildly bene- 
ficial, but as having no considerable importance. The 
slight raising of the capitalization of banks which now 
may be organized with, say, $15,000 to $25,000 capital, 
so that they would be compelled to have double that 
amount before opening their doors, would be a belated 
and wholly inadequate reform which does not go to the 
root of the trouble. The use of greater care in supervising 
the granting of charters and in determining who should 
be allowed to go into the banking business is excellent, 
if it can be put into effect; but the real trouble is that 
political conditions in many States are such that no such 
change can be expected in practice. If it could be, the 
whole problem, indeed, would very largely disappear. 
As for the country clearing-houses or associations, it is 
not likely that the small banks will in any considerable 
number organize them, partly on account of the expense 
involved and partly on account of their disinclination to 
take on another kind of examination responsibility. 
Even if organized, the clearing-houses will be very diffi- 
cult to conduct efficiently, and practical bankers from 
the Western States, where population is sparse, have 
expressed the opinion that the whole proposal is without 
serious foundation and will be likely to prove ineffectual. 
They are pretty well agreed that the only real, thorough, 
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and effectual change in American country banking will 
come from the establishment of a branch banking system, 
under proper safeguards which will sufficiently protect 
local banks against any kind of unfair competition, but 
which will raise the standard of banking in the several 
communities, give to the rural population at least a certain 
number of institutions in which they can safely place 
their funds, and so compel local banks to live up to a 
better standard of business management and of banking 
conduct than heretofore. But any such change as this 
is likely to be long deferred, particularly as the recent 
epidemic of failures is now apparently declining in viru- 
lence, the number for the past few months being quite 
evidently on the wane. It is something, no doubt, that 
the American Bankers’ Association has at last taken 
cognizance of the failure epidemic, and has at least 
endeavoured to rectify the conditions which give rise 
to it, however inadequate the proposed remedies may be. 
It is none the less deeply deplored by many that the 
association should have been so slow in bringing itself to 
the point of considering this subject from a thorough 
standpoint. 

While the bankers have thus been working on their 
own special problems in a semi-public way, they have also 
been debating in private the question what they can or 
should do about the bitter quarrel which has broken out 
in the Federal Reserve system regarding the use of the 
rediscount power. It is an open secret that when the 
Federal Advisory Council, composed of twelve leading 
bankers (one from each ‘of the reserve districts) “* 
in Washington during the latter part of September, 1 
passed a very vigorous resolution of censure Beciet 
against the Reserve Board for its arbitrary action in 
endeavouring to force a 3} per cent. rate upon the Reserve 
Bank of Chicago. There was a difference of opinion as to 

making this fact public. Nothing was finally done in 
that direction, but it was supposed that during October 
the action prob: ibly would be published and a campaign 
would be begun for the definite settlement of the actual 
powers and status of the Reserve Board in its relation 
to the banks. No publicity has, however, been given to 
the resolution but, on the contrary, it has been te ntatively 
agreed that, even if for tactical conditions the fact that 
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such a resolution was passed should be_ technically 
acknowledged, it would be best to try to improve the 
situation through some method of internal treatment 
rather than through the application of public opinion 
or an appeal to Congress. The outcome, of course, is to 
leave the controversy open, with the understanding that 
the newly appointed governor of the Board, Mr. R. A. 
Young, shall use his utmost efforts to bring about a 
reconciliation and the adoption of some rules or regula- 
tions by the Board itself which would act as an assurance 
or semi-guaranty to reserve banks that they would not 
be domineered over in the future. This, again, is the 
outgrowth of the indisposition to afford any warrant 
for bringing subjects relating to our banking system to 
the attention of Congress. Whether it will be practicable 
to get a general agreement on the future policy of the 
Board or not is still uncertain. 

A former governor, Mr. W. P. G. Harding (now 
governor of the Federal Reserve Bank of Boston), has 
formulated a plan which he believes is in accordance with 
the terms of the Reserve Act and at the same time entirely 
capable of maintaining a reasonable working relationship, 
on peaceful terms, between the banks and the Board. 
Governor Harding’s plan would provide first for a general 
division of authority between the Board and the several 
banks in accordance with the original Federal Reserve 
Act. The banks would name the rates of discount and 
would notify the Board of what they had done. The 
rates, however, would go into effect automatically and 
would remain in effect until such time as the Board might 
see fit to “review” them. If at any time that body 
decided that a rate needed review it would give notice 
to that effect to the bank which had made the rate, 
and thereafter hearings would be held to determine the 
desirability or legitimacy of the rate. If these hearings 
turned out in such a way as to indicate that the rate was 
undesirable or did not duly “accommodate commerce 
and business,’ the Board would refuse to permit its 
continuance, and thereupon the bank which had esta- 
blished it would be under the necessity of naming a new 
rate. Evidently this proposal of Governor Harding is 
based upon the admitted fact that during his administra- 
tion the time required to bring about a general change 
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of rates in the system was about two months from the 
date that such change was first proposed. It may well be, 
therefore, that this plan would not result in postponing 
the final approval of rates much longer than, on the 
average, has been the case under existing legislation. 
Nevertheless, at times when prompt and effective action 
was called for it would quite manifestly render decisive 
measures unattainable until after a delay which would 
effectually render action by the Board of very little 
avail. 

Rather than assent to Governor Harding’s plan or 
to any similar proposal which would involve postpone- 
ment and “ red tape,” it is hoped by bankers that the 
new management of the Board may succeed in working 
out some modus vivendi which will be reasonably satis- 
factory to the v various participants in the recent dispute, 
and will bring “‘ peace without victory.” The object 
thus aimed at may turn out to be as difficult of attainment 
as it has been on former occasions. At all events, no 
settlement of the matter has been arrived at, and while 
it may be possible to bridge over existing embarrassments 
in one way or another, it still remains true that legis- 
lation will probably be needed before the situation has 
been carried to a conclusion. As time goes on, the 
Federal Reserve System is more and more showing the 
need of thoroughgoing repair. This is largely because 
of the makeshift expedie nts and temporary measures of 
different kinds that have been grafted upon it during 
the war and since. But it is also due to the fact that 
experience with the system is showing the need of really 
sincere and careful revision at points where the operation 
of the law has indicated the desirability of innovation. 
Elimination of the war amendments and improvement 
of weak points in the original structure thus constitute 
a continuing programme of reform which cannot be 
long evaded. 

While the Federal Reserve System is thus passing 
through a period of storm and stress, the Federal Farm 
Loan System is equally uncomfortable, but for a very 
different reason. It will be remembered that during 
the past spring the Joint Stock Land Bank of Kansas 
City was placed in the hands of a receiver. Shortly 
thereafter, some other land banks suffered the same 
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fate, and then the Federal Farm Loan Board was re- 
organized by President Coolidge, who secured the retire- 
ment of three members and appointed three new ones 
in their places. Since that time there has been no very 
clear light on the situation, but now comes a preliminary 
report from the receiver of the Kansas City Bank which 
shows that the affairs of the institution are in a chaotic 
condition while it appears that there have been great 
irregularities in book-keeping and doubtful operations 
of many kinds in connection with the whole conduct of 
affairs. It seems clear that the result must be a con- 
siderable loss to bondholders. The significant aspect 
of the situation, however, is not found in the losses 
which may be expected to result from the liquidation 
of this bank, but is seen in the bearing that the whole 
episode has on the Government’s relation to land-banking 
in general. It has always been regarded as an unfor- 
tunate thing that bonds of the joint- “stock land banks 
should have been put before the public as “ instrumental- 
ities of the Government,” and yet so it is. Notwith- 
standing that fact, the Government has been markedly 
lax and careless in its supervision of the joint-stock banks. 
How careful it has been in its control of the Federal 
farm land banks themselves it would be difficult to say, 
for no very responsible information has been made 
public. Congress, when it assembles, is expected to 
ask for a general inquiry into the land-bank situation, 
and this may involve an estimate of the responsibility 
of the Government in connection with the management 
of the land credit system as a whole. 

Government activity in connection with investment 
and mortgage banking has not, however, been limited 
of late to land mortgage financing. Once again the 
longstanding controversy regarding the authority of the 
Department of State to control foreign loans has come 
to the front. For a good while past, the Department 
has asserted the power to veto proposals for foreign 
loans in this market, and has insisted that all foreign 
loan proposals be submitted to it before any offering 
was made to the public. The result has been to dis- 
courage many loans that would otherwise have been 
placed, and at the same time to set the seal of official 
approval upon many that perhaps would not have 
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succeeded without them. Needless to say, the Govern- 
ment has never assumed any responsibility in the matter, 
or given the public to understand that the loans which 
it approved were “ good,” or that those which it dis- 
approved were “bad.” On the contrary, it has dis- 
avowed any such responsibility, and has stated that its 
action was designed merely to indicate whether proposed 
loans were or were not acceptable from the general 
national standpoint, leaving the question of their invest- 
ment value to be determined by the banker. Still, the 
fact remains that the Government has been reg — 
by a great many persons as having information of < 
very special kind which enabled it to judge, in ways 
not available to others, of the value of proposed bond 
issues. This assumption of authority has been extremely 
distasteful to the financial community. 

During the past month, two or more influential 
members of the Senate have taken occasion in public 
statements to disapprove of the activities of the Depart- 
ment of State and to urge that its foreign loan policy 
should be discontinued. The vigour with which the 
criticism has been presented has been such as to lead to 
an informal reply by the President, and from that the 
discussion has broadened until it has involved the 
Treasury Department and various other elements in the 
situation. It has been admitted that there is no legal 
basis for what the Department of State has been doing, 
but the argument has been put forward that in effect 
it was a necessary function designed to prevent the 
development of serious political complications; while, 
had not the department performed this duty, Congress— 
so it was said—would have been inclined to enact legis- 
lation which would have done more harm than good. 
The effect of the discussion has at least been to call 
attention much more sharply to the dangerous position 
in which this country has been placed as regards foreign 
loans, while at the same time the attention of the com- 
munity has been much more fully concentrated upon 
the problem of legislative legislation or control than 
has ever been possible in the past. 

Proposals for measures designed to introduce some 
kind of oversight or control over foreign loans are now 
being heard among members of Congress, the difficulty 
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in the case being apparently that no one has any feasible 
suggestion or practical measure to suggest in connection 
with the situation. That being the case, about all that 
seems to be reasonably expected from Congress is 
“investigation ’’ of the usual kind, which ordinarily 
means little more than an effort to search out such 
scandals or cases of mismanagement as there may be, and 
to place them before the country. In this case, there is a 
little more that might be accomplished. The foreign 
loan development of the United States has proceeded 
very rapidly, and has at times seemed to be proceeding 
without any sufficient knowledge on the part of the 
public, or even of financiers in general, as to the exact 
facts surrounding the different offerings. Moreover, it 
is now quite clear that an unduly large proportion of 
the new bonds that have been sold here have been placed 
in the hands of banks which are holding them as part 
of their assets. Indeed, some country banks seem to 
be greatly overburdened with foreign bonds which they 

have purchased because of the high yield to be derived 
from them at a time when domestic investments are not 
productive and when unsatisfactory conditions generally 
prevail with respect to the remunerative employment 
of bank funds. This state of things has given some 
concern to banking authorities, but the latter have done 
nothing more than occasionally to report their views. 
Congressional inquiry, so it is thought, might be directed 
in such a way as to show about how far high- rate foreign 
bonds are creeping into the assets of banks which are 
too small to have very much judgment about them. 
Such a result of investigation might be worth while, 
apart from the information directly developed by it with 
reference to loans granted and rejected by the Govern- 
ment, and (presumably) commissions paid to, and 
earnings received by, American houses of issue which 
have be en concerned in putting these bonds into the 
hands of the public. 

The legislative season thus bids fair to be a time of 
considerable disturbance and uncertainty in banking 
and fmance, with frequent changes and recriminations 
relating to almost every phase of commercial, central, 
and investment banking, although probably with very 
little in the way of concrete result to be shown for it. 
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German Banking and Finance 
By Our Berlin Correspondent 


HE controversy between the Agent-General for 
Reparations, Mr. Parker Gilbert, and the German 
Finance Minister still dominates the credit situation 

in Germany. The internal political controversy which the 
memorandum of the re parations agent set in motion cannot 
be quickly terminated, since the questions which it raises 
are vital constitutional issues. No one can expect that the 
structure of the German State, the relation between the 
Reich, the States and the municipalities, which has sub- 
sisted for a thousand years, can be radically altered in a few 
weeks or months. However just the criticism of the agent 
may be in all the essential points, he shows very little 
understanding of the historic and traditional forces of the 
German State which, in Germany (as in all other large 
European countries), stand in the way of the most 
efficient methods of public administration, and therefore 
impose a financial burden on the population which cannot 
be justified on economic grounds. No doubt the criti- 
cisms of the Agent-General for Reparations will have a 
great effect upon the political life of Germany, but the 
difficult question arises as to what is to happen in the 
meantime until the constitution of the German State has 
assumed a form satisfactory to the creditors of Germany. 

In the first place, an almost complete stoppage has 
occurred in the influx of new foreign credits to Germany. 
Since the publication of the correspondence between 
Mr. Parker Gilbert and Dr. Kohler only two new issues 
have been concluded: a 20-million dollar loan of the 
Norddeutsche-Lloyd through Kuhn, Loeb & Co., and a 
4-million dollar loan of the Neckarsulmer Automobile 
Company through the Foreign Securities Corporation, 

New York. Both issues are noteworthy. The Neckar- 
sulmer, because in this case the loan is greater than the 
prev iously existing share capital (124 million reichsmar ks) 
of the company, which will now be increased, of course, 

to 20 million. The Lloyd transaction is more important. 
The 6 per cent. Lloyd loan has been placed by Kuhn, 
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Loeb at 94, and the arrangement was concluded in the 
midst of the international discussion of the German debt 
olicy. This is strong proof of the credit of the Nord- 
deutsche-Lloyd, which is held in particular esteem in 
America and is popular with the American public on 
account of its important share in American passenger 
traffic and its high place in the American shipping 
organization. This is also the first German loan arranged 
by Kuhn, Loeb, and may be regarded as one result of 
Mr. Otto Kahn’s visit to Germany. 

It is not believed in Germany that the Lloyd and 
Neckarsulmer loans are the beginning of a new borrowing 
period on the part of private industry. There are, indeed, 
no formal or political hindrances either in Germany or 
America to private industrial loans, but the greater 
industries have no desire to incur further indebtedness. 
There are two reasons for this attitude: first, because 
the largest and most important concerns have already 
acquired considerable foreign loans. This is particularly 
true of the iron, coal, electricity, potash, and textile 
industries. Secondly, because schemes for further dev elop- 
ment are now considered much more cautiously. Since 
the business outlook is very uncertain, firms are refrain- 
ing from new enterprises and extensions. In the near 
future German industry will probably take the oppor- 
tunity to lessen its indebtedness instead of increasing 
it. Stocks will be limited as far as possible and the 
position rendered liquid by selling, even if this requires 
certain sacrifices. 

The great shortage of credit at the moment is not in 
industry, but in the municipalities. The Finance Minister 
has already intimated, in his reply to Mr. Parker Gilbert, 
that the Government may possibly consolidate the short- 
term indebtedness of the municipalities by a common 
loan. But when and in what form this will take place 
is still quite uncertain. In the meantime, the floating 
debts of the municipalities are exercising an unfavourable 
influence on the money markets, because the banks are 
forced continually to prolong these credits, whilst the 
municipalities have long since expended the money on 
building and other public works. Apart from this aspect, 
stringency has also been caused in the money market 
because in the last few weeks payments for industrial 
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purchases have definitely begun to hang fire, and as a 
result many trades and industries have been driven 
to finance business through additional bank credits. 
On the other hand, the banks have to display particular 
caution because the international discussion on the 
transfer problem has introduced some uncertainty into 
the credit relations between the German banks and 
the English and American capital centres. The care-free 
way in which during the last few months banks have 
gone abroad for their monetary requirements has been 
transformed into extreme caution and restraint, imposed 
more by the setback in national prestige than by the 
internal situation of the banks. 

Nevertheless, the greater the restraint exercised in 
demands on abroad, and the more preparation is made 
for a non-extension of certain foreign credits at maturity, 
as a result of a possible sharpening of international 
discussion, the keener will competition for deposits 
become in Germany itself. Thus the banks pay at 
least 6 to 64 per cent. for 15-day money, 7} per cent. and 
more for money over the turn of the month, and 43 per 
cent. for day-to-day money. Asa _ sign of this competi- 
tion for deposits it may be noted that the banks have 
lately taken to issuing “savings books,’ so that the 
quarrel which has been going on for years between the 
banks and the public savings banks has again become 
acute. The banks pay 5 per cent for deposits in these 
savings books. The quarrel goes back to the inflation 
period, and is of the greatest significance in the 
development of the German credit organization. In 
the years of inflation, as the deposits and assets of the 
savings banks rapidly disappeared, they found them- 
selves compelled, in order to cover the cost of their 
operations and to retain their clients, more and more to 
break into the ordinary run of banking business. By the 
end of the inflation period the process had gone so far that 
there was scarcely any difference between the business of 
the savings banks and that of the banks. They undertook 
stock exchange business for their customers, financed 
industry, and organized a good cheque- clearing system 
In addition they had the guarantee of the municipalities 
for their deposits, and turned this advantage to good 
account in their propaganda. In the competitive fight 
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with the banks three other factors came to their aid. 
In the first place, the banks were rigidly cartelized and, 
therefore, hampered in the competition for clients, whilst 
the savings banks could underbid freely. Secondly, the 
large banks were so strongly centralized and mechani- 
calized that they could not deal as individually with 
clients, especially in the provinces, as the local savings 
banks could. Thirdly, just during the inflation period 
the banks rather tended to reject or close small accounts 
because they cost more than they were worth. All these 
circumstances worked in favour of the savings banks 
and, in addition, they frequently enjoyed taxation 
privileges and other public favours. Finally, they 
organized themselves into a clearing system which, in 
turn, worked through the German Clearing House itself, 
and in this way they attained a capital standing equal 
in rank to any of the great banks. In the last few years 
there have been continual negotiations between the 
private banks, the savings banks, and the clearing house 
with a view to lessening the competition and, wherever 
possible, to delimit clearly the sphere of operations. In 
the competition for deposits the savings banks were to 
cease discrediting the private banks, and were to with- 
draw as far as possible from current account and stock 
exchange business. Actually in the last few years there 
has been some return to orthodox savings-bank business 
in that the savings banks have again take ‘n up mortgage 
business. In current account business they find their 
special field in the granting of ‘‘ middle-class credits,”’ 
by which is generally understood credits up to 100,000 
marks. By the introduction of savings books yielding 
higher rate of interest the private banks have again 
taken the offensive against the public banks. The fight 
is more and more assuming a definite political form 
because it is only one aspect of the general war against 
the economics of the “public hand,” and in the fight 
against the economic activity of the municipalities and 
against municipal loans this opposition plays a great part. 


GUSTAV STOLPER. 

















Obituary 


Mr. Charles Hosmer 


On November 15 died Mr. Charles Rudolph Hosmer, 
a director of the Bank of Montreal. 
Mr. Hosmer was born at Coteau Landing, Quebec, 
on November 12, 1851. At the age of 14, he entered 
the service of the Grand Trunk Railway Company, where 
he remained until 1870, when he was appointed manager 
of the Dominion Telegraph Company at Kingston. ‘In 
1881 he organized the Canadian Mutual Telegraph Com- 
pany. His energy and capacity attracted the attention 
of the President of the Canadian Pacific Railway, who 
required a man of proved administrative power to take 
charge of the entire telegraph system of the railway. 
In 1886 Hosmer was offered and accepted the appointment 
which he held until 1899. He was later elected to the 
Board of the Railway. During the last twenty-eight 
vears Mr. Hosmer was one of the most active Canadian 
financiers, and had all sorts of interests in Canada and 
the United States. Few men of his generation did more 
for the economic advancement of Canada. 


On November 10 Mr. William P. Bonbright, a special 
partner in the firm of Messrs. W. P. Bonbright & Company, 
died in New York. The “ Times” of November 22 
contained the following notice, written by Mr. H. R. L. 
Sheppard :— 

“The many friends of the late Mr. William P. 
Bonbright, banker, would gladly pay tribute to the 
affection and respect in which they hold his memory. 
An American citizen—right proud of his citizenship— 
he was passionately devoted to this country, in which he 
resided for several months each year. During the war 
he did everything in his power to assist the Allies , and 
after the Armistice the French Government recognized 
his services by the gift of the Legion of Honour. Mr. 
Bonbright’s unnumbered acts of kindness will never be 
known, for, done with rare courtesy, it was his wish 
that they should remain anonymous. One signal act 
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of generosity towards this country may perhaps be 
chronicled. “After the war, recognizing that there were 
many individuals, women as well as men, who were 
suffering financially as a direct result of war service, he 
collected from his friends in America—himself being the 
largest contributor—a sum of money which he placed 
unreservedly in the hands of a small group of men in this 
country, asking them to distribute it as wisely as possible 
to persons in distress. It was characteristic of the man 
that he would not let the fund be called after his name, 
and that he asked that its works might be done in secret. 
There are many who were allowed the privilege of Mr. 
3onbright’s friendship who will never forget his courtesy, 
his integrity, his humour, his love of clean sport, and the 
high idealism that directed his life. They will link, 
too, with their thoughts of him the gracious memory of 
Mrs. Bonbright, who, until her de ath a year or so ago, 
was his inse parable companion and counsellor. Without 
her, life for him was never the same again.”’ 


Mr. Alexander Galt Ross, a partner in the firm of 
Allen, Harvey and Ross since 1g03, died on November 2 


Report of the Royal Bank of Scotland 


The Royal Bank of Scotland is one of the most secure, 
enterprising, and influential of British banks, and the 
report which was recently presented to its proprietors 
shows the steady progress which is almost taken for 
granted by all familiar with the affairs of this eminent 
bank. The profit and loss account shows that the net 
profits, after providing for all bad and doubtful debts, 
amounted to £481,977, the profit being equal to 19 per 
cent. on its capital of £2,500,000. The fortunate pro- 
prietors not only receive a dividend of 16 per cent., but 
are also given a special bi-centenary bonus of 5 per cent. 
During the year 1926-27 deposits have increased by 
3,750,000, and acceptances have increased by nearly 
100 per cent. Advances have grown from {17,816,690 to 
£19,642,520. 
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Expenditure on Defence: 
Can Financial Control be Centralized ? 
By the Right Hon. William Graham, LL.D., M.P. 


(Chairman of the Public Accounts Committee of the eee use of Commor 
formerly Financial Secretary to the Treasury) 


HE comparison of British defence expenditure 
with pre-war conditions, summarized by Major 
J. W. Hills, M.P., in the November issue, is dis- 
quieting. When the outlay is reduced to pre-war prices 
there is a definite increase compared with 1913-14, and 
even with the two years preceding 1926-27. Major Hills 
has made it abundantly plain that although the European 
burden in armaments is lighter today than in pre-war 
times the British outlay is heavier. This summary 
raises in sharp form the whole problem of policy. Within 
recent years the Public Accounts Committee has devoted 
much attention to the analysis of the Appropriation 
Accounts of the Navy, Army and Air Force. The 
aggre vate outlay of £116 million per annum is regulated 
by policy; and probably most of the members of the 
Committee agree that, in view of the level of prices and 
the position of the Government as a large purchaser in 
the open market, it is impossible to expect further 
substantial savings in the ordinary process of admini- 
stration. The Committee has stressed the importance 
of co-ordinated contracts and similar devices. But 
much more remains to be overtaken ; and if in this branch 
of national expenditure taxpayers are to receive the 
slightest encouragement the whole question must be 
faced with very much greater courage and imagination. 
In April 1926 Major-General Sir Frederick Sykes 
described the reduction of armaments, together with the 
problem of Imperial foreign policy, economy and 
defence, as perhaps the greatest and most difficult 
question before the country; the maintenance of great 
forces involved an expense which was intolerable in the 
present industrial struggle; defeated disarmed nations 
were favoured, and successful armed nations handicapped 
as trade competitors; and, he added, that reasonable 
world opinion must understand these facts and enforce 
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its views while there was time. That article, in common 
with a wide range of literature on the subject, raises 
issues beyond the scope of this contribution. Much has 
been written regarding a proposed Ministry of Defence 
and the constitutional objection to the destruction of 
balance in the Cabinet by the setting up of a Minister so 
powerful, chiefly when it is remembered that he would 
control an annual expenditure of over {100 million. It 
has been argued that not by the creation of a new 
Ministry of Defence would that close and effective 
co-operation of the three branches of the defence forces 
of the Empire be secured; that under the British Con- 
stitution the Prime Minister is the only possible Minister 
of Defence; that in his capacity as Chairman of the 
Committee of Imperial Defence he can best exercise 
control over the forces of the Empire; and to the Com- 
mittee of Imperial Defence should be assigned the duty, 
it was suggested, of scrutinizing the annual estimate of 
Navy, Army and Air Force, with a view to preventing 
overlapping and redundant expenditure. To these pro- 
posals were added a plea that a committee might include 
the Ministers in charge of the three defence departments, 
their professional advisers, with the Chancellor of the 
Exchequer and the Permanent Secretary to the Treasury. 
Within this infinitely larger proposition all kinds of 
schemes for co-ordination of the services in the interests 
of economy have been promoted ; but it is probably true 
that up to the present time not nearly enough attention 
has been given to the material in the Report of the 
Mond-Weir Committee of 1926, even if it is admitted 
that many of the recommendations were disappointingly 
negative in character. 

If, for example, it is suggested that much might be 
gained at the moment by the amalgamation, or at all 
events the much closer co-ordination, of the finance 
departments of the three Ministries, it is necessary to 
look to the ground which this report so far prepared. 
Presumably, if co-ordination of common services in the 
three defence forces were possible it would be easy to 
link up much more effectively their domestic financial 
control. The terms of reference to the Mond-Weir 
Committee were amended in order to permit con- 
sideration of definite proposals for the amalgamation of 
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common services; or if that course appeared to be 
impossible or undesirable, at all events for the co-ordina- 
tion of these services as far as possible. They included 
medical services, together with those covering the 
chaplains, education, intelligence, supply, transport, 
recruiting, works and buildings, and the acquisition and 
disposal of Government lands. The preliminary dis- 
cussion of the Committee indicated that if a complete 
amalgamation of some or all of the common services 
were practicable, substantial economies could be achieved. 
These economies would turn on the common purchase of 
stores and supplies, with reduction of prices in contracts 
covering larger quantities, a better position for all three 
departments in the markets, the avoidance of com- 
petition in contracts, economy in the cost of inspection, 

management, and personnel, with greater elasticity of 
the combined services to meet expansion or reduction 
at reduced expenditure. This prima facie encourage- 
ment, however, speedily dissolved in a mist of evasive 
conclusions. For the Committee remarked that after 
consideration they felt that amalagmation of common 
services was not desirable; and they even doubted if 
substantial economies would be effected by such a 
step. Apparently that attitude was dictated by the 
view that a complete amalgamation could only be 
regarded as part of a comprehensive scheme of re- 
organization providing for the establishment of such a 
Ministry of Defence as would involve merging the 
identity of the Navy, Army, and the Air Force; and the 
members added that ‘such a revolutionary idea had never 
been contemplated. That is probably true; but many 
financial critics contend that a large measure of common 
effort or co-ordination is possible, even with the present 
separatist organizations. These critics would probably 
go far beyond the recommendations of the Mond-Weir 
Committee. 

What, in substance, were its proposals ? It admitted 
the need for close co-operation in the three services in 
administrative matters; it criticized the officials for a 
certain failure to appreciate the importance of this co- 
operation, in that departments were often reluctant to 
make use of the services of other departments. The 
Committee accordingly urged that measures should be 
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devised to ensure that co-ordination was fully and 
effectively applied ; it drew a comparison with the 
methods adopted by large industrial enterprises, particu- 
larly in the growing concentration following the war, and 
suggested that that experience would be valuable even 
in the somewhat different conditions of the various 
branches of the fighting services. Taking the basis of 
executive control by separate Ministers the Committee 
thought that permanent machinery should be set up to 
ensure close co-operation. They recommended a series of 
committees, designed to advise on important questions 
covering medical policy, the construction of new hospitals, 
facilities for common training, and many others. Most 
taxpayers would agree that at least in the chaplains’ 
departments there was room for amalgamation applicable 
to the three services; but even there the Mond-Weir 
Committee described the step as undesirable. Amal- 
gamation of establishments covering specialized technical 
instruction for cadets and young offices (a problem which 
has occupied much of the attention of the Public Accounts 
Committee in view of the disparity of cost in the different 
services) was also described as impracticable ; in this and 
kindred cases the specialization in the methods of modern 
preparation for war was apparently the barrier. No 
support was given to the idea of central schools of in- 
struction for the Navy; but it was thought that instead 
of setting up new institutions for the study of new weapons 
and appliances existing establishments should be used 
as far as possible, new classes being added to them as and 
when necessary. Taxpayers come to even closer grips 
with the problem in analysis of the position of the supply 
branches. There also amalgamation was rejected; the 
Committee recommended as many as five co-ordinating 
committees to deal with the purchase of foodstuffs, 
clothing and textiles, the organization of mechanical 
transport, general stores and medical and veterinary 
stores. Somewhat nearer to ordinary industrial practice 
was a proposal for a technical co-ordinating committee 
to consider, wherever possible, the adoption of trade 
standards or patterns for commodities and stores common 
to and in use by the three services. This involved 

standardization, wherever practicable, of the specification 
and design of commodities and stores common to the 








EXPENDITURE ON DEFENCE 567 


three; it also pointed to co-ordination of the methods 
and procedure of inspection. These committees were 
designed to include business men. Further, the Mond- 
Weir Committee made much more of the importance of 
developing the agency system, whereby one department 
purchases from another stores and commodities which 
that department is in a better position than the other to 
obtain, as in the supply of furniture and similar com- 
modities. Instructions were to be given to the Treasury 
to investigate thoroughly the fing ancial difficulties which 
at present prevent the full use of the agency system by 
public departments. 

3ut over practically the whole of the remainder of the 
field nothing more than co-ordinating committees were 
recommended ; in fact, it is not unkind to suggest that 
in all probability the genuine economies would almost 
wholly disappear in the administrative network of the 
co-ordination committees. Perhaps the only difference 
was that certain of the proposals were more hopeful than 
others, especially where they related to branches of work 
involving technical or similar considerations. Lord Forres 
added a note in which he suggested that as it was in 
connection with supply that most of the money was 
involved, the need for close and hearty co-operation of the 
three services in the purchase of supplies and inspection, 
as well as in the proposed technical committees, should 
be emphasized within their departments by the three 
Ministers responsible to Parliament ; and he thought that 
measures should be taken by them to ensure that full 
and effective use was made of the machinery set up in 
the interests of efficiency and economy. 

Many of these problems must be observed at close 
quarters in the finance branches of the three departments, 
That there are difficulties in the amalgamation of these 
branches is not disputed; but in existing conditions the 
advantages of either amalgamation or of a much closer 
co-operation might be considerable. Only in that way 
can the co-ordination recommended by the Mond-Weir 
Committee express itself as a continuous and economical 
policy ; in other words, there must be constant pressure 
from a centralized financial control which will look to 
the outlay of the fighting services as a whole. For the 
Parliamentary investigations of recent years have proved 
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that there is a considerable field for common effort ; and 
that there must be machinery wider in scope and certainly 
greater in authority than mere co-ordinating committees, 
whether in contracts or anything else. Since expenditure 
must be reduced the proposal is at least worth further 
investigation ; and, in review of the coming Estimates, 
Parliament might well address itself to a change which 
might have as much driving power in the interests of 
the taxpayers as any other suggestion. 


Bankers and Their Critics 


INCE the war, bankers have been subjected to 
S a considerable amount of criticism of one kind 

and another, but on the whole, they have not 
been active in their own defence. They are inclined to 
regard much of the criticism as uninformed, and, con- 
vinced of the strength of their own case, they prefer to 
remain silent and to leave those economists and writers 
who feel so inclined to take up the cudgels on their 
behalf. Bankers are necessarily cautious. Their in- 
terests extend to customers of every shade of political 
opinion and they are reluctant to risk giving offence to 
any section by entering into highly controversial issues. 
This policy, however, has certain drawbacks. Silence 
may be misconstrued as assent to the charges made, or 
at least, as evidence of the existence of weak spots in the 
defence, while, in addition, it can scarcely be expected 
that those outside the business who reply to criticisms 
are always so well equipped to meet attacks as the 
bankers themselves. Mr. Beaumont Pease, chairman of 
Lloyds Bank, seems to have appreciated the danger of 
too passive a policy, for in his address on “ Banking 
and Currency,’ delivered to the Economic League on 
October 19, and published in our November issue, 
he did not hesitate to put up a spirited defence of 
bankers and to attack some of the most cherished ideas 
of the critics [his address has been published in our 
November issue.; Mr. Pease made a lively assault upon 
two schools of critics: (1) those who, on grounds of 
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monetary theory, desire currency to be based not on 
gold, but on some hypothetical index numbers or com- 
mercial production or social service or some other system ; 
and (2) those who desire to alter the system, not on 
technical grounds, but for political reasons. A number 
of people are no doubt influenced partly by both schools 
of critics, but whatever differences in objective there 
may be between the two schools, to attack the banks 
appears to be invariably essential. As Mr. Beaumont 
Pease pointed out, however, the attacks are often mutually 
destructive, for on the one hand, banking is alleged to 
be a monied trust or monopoly, while on the other it is 
charged with wasteful competition in opening so many 
new branches; it is accused by some of unnecessarily 
restricting credit facilities, and by others of unduly 
extending them; there are those who proclaim that 
agriculture is starved by the bankers, while numbers 
assert that many farmers are in diffic ulties today because 
of too liberal advances made to them in the past. On 
the whole, the most popular form of attack is to hold 
the bankers largely responsible for the industrial and 
trading depression which followed the collapse of the 
post-war boom, on the ground that the bankers were 
parties to a policy of deflation initiated by the 
Government. 

A full reply to this charge would involve a very 
elaborate discussion, but briefly it may be pointed out 
that there are many grounds for claiming that the banks 
did not actively deflate at all, and for some time after 
the post-war boom had collapsed, the volume of commer- 
cial credit granted by the banks was not appreciably 
altered, and banking deposits continued to increase. 
What happened was that as the Government, shortly 
after the war, ceased to borrow, automatic inflation came 
to anend. The banks assisted in the process of arresting 
inflation, and as soon as inflation was stopped the artificial 
stimulus, which had been previously imparted to trade by 
constantly rising prices, was withdrawn. How artificial 
the position had become was evidenced by the fact that 
the warehouses were full of goods which were not going 
into consumption, but were being acquired on borrowed 
money in the hope of further price increases. The trade 
reaction did not commence in this country, but in Japan, 
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and it was the inevitable result of the shrinkage in real 
purchasing power which the war entailed. As Mr. 
Beaumont Pease stated, there is more justification for 
the suggestion that the Government did not apply the 
brake to inflation soon enough, but while Government 
expenditure was so much in excess of revenue, inflation 
was more or less inevitable. It is true that the fall in 
prices which occurred during and after 1920 led to severe 
losses, but the banks themselves were involved in these 
losses, and to accuse them of responsibility for the 
deflationary movement and for the accompanying trade 
depression is a monstrous distortion of the facts. In the 
long run, bankers have nothing to gain from violent 
movements in prices, either upwards or downwards. 
They much prefer stability of the price level, and the 
downward movement of the post-war slump was a 
necessary preliminary to a return to price stability on the 
basis of the pre-war gold standard, especially as world 
prices were also declining sharply. 

A number of people, however, do not admit the 
necessity for a return to the gold standard. Some 
think that we returned to gold too quickly; others 
claim that we should have returned to gold, but on a de- 

valued basis, as Germany, Belgium and other countries 
have done; while others maintained that we should have 
adopted an alternative standard altogether. Mr. Beau- 
mont Pease, in referring to the last category, stated that 
claims of this kind might form suitable subjects for 
debating societies and when a practical outcome of the 
theories discussed is not really expected, but he regarded 
it as “‘ a waste of time to consider here the absurdities of 
schemes which have no earthly chance of ever being put 
into practice.” To devalue sterling was a course which 
this country, with its great financial and commercial 
reputation, ‘could not ente rtain, and though the return 
to the pre-war gold parity has admittedly created diff- 
culties and necessitated further readjustments in prices 
and production costs, there are many items on the credit 
side of the account. The return of sterling to par was 
the signal for many countries to follow our example, and 
the number of currencies linked to gold is constantly 
increasing. Exchange instability is becoming a thing 
of the past, with the consequence that uncertainty in 
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trading transactions has been gradually diminishing. 
Genuine business has been promoted, speculation dis- 
couraged, and habits of thrift, which always receive such 
a severe shock in times of currency instability, are being 
restored. Mr. Beaumont Pease emphasized that the 
improved gold value of British currency has reduced the 
sterling cost of foodstuffs and raw materials into this 
country, and, by reducing the cost of living, it has in- 
creased the real wages of numbers of workers. It is true 
that in assessing the advantages and disadvantages of the 
return to pre-war parity, many other factors, both debit 
and credit, have to be taken into account, but quite 
outside banking circles a large and influential body of 
opinion considers that the decision by Great Britain to 
return to gold will prove to be the turning point in the 
world’s post-war recovery. To regard the decision as a 
movement engineered in the interests of bankers is a 
complete misrepresentation. In fact, Mr. Beaumont 
Pease believes that in the case of the Socialists, the 
attacks on the banks are not really genuine. 

He made various references to an address delivered 
in June last by Sir Hilton Young, in which it was sug- 
gested that the Socialists are anxious, for political 
reasons, to discredit the gold standard and the Bank of 
England. There is an intention, Sir Hilton Young stated, 
amongst certain reckless and ignorant men, to gerry- 
mander the currency to finance schemes of Socialism. 
In the minds of extremists, Sir Hilton Young believes 
that he detects “the intention to undermine our gold 
currency standard and the Bank of England’s organiza- 
tion in order to pave the way for a process of inflation, 
to be used as a method for overthrowing the capitalist 
system and winning victory in the ‘class war’ by the 
ruin of all owners of savings.’’ Mr. Beaumont Pease 
considers that the reason Socialists desire the Bank of 
England and the other banks to be nationalized, 1s because 
such a step would be a means to an end. “If,” he 
states, ‘‘ they wish to control the Bank of England and 
the banks, not because they believe they are badly run 
or would be better conducted by the State, but because 
it would make it easier for them to carry out their schemes 
when they get into power, it explains a good deal.” If 
our banks are inefficient, why is it that they are the 
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admiration of the world? Why, during the post-war 
difficulties, when leading banks in nearly every country 
of Europe were failing, with great losses to depositors, 
did the British banks stand firm as a rock? Why is 
the international prestige of the Bank of England un- 
equalled ? Why is it that in spite of the charges that the 
banks inadequately cater for industry, their loans for 
some time past have been increasing, and now stand at 
a figure which, in the opinion of many experts, is not 
far from the limit of safety ? The fact is that the power 
of the banker is often over-rated. As Mr. Beaumont 
Pease said, “‘ he is asked to manufacture credit, to create 
employment, to organize trade, to produce an equilibrium 
of prices, to provide markets, and because he fails in 
being such an all-round magician he is threatened with 
death and extinction. The truth is, to use the language 
of trade, a bank is not so much a factory which manu- 
factures articles, as a warehouse which safeguards what 
has been manufactured by others and produces them 
when required.” 

Providing sound financial principles were maintained 
the functions and methods of the banker would not be 
appreciably different under nationalization than at 
present, but, unfortunately, the attacks on the banking 
system are so insistent that they are apt to mislead 
large numbers of people into the belief that nationalization 
would be preferable to the existing arrangements. Mr. 
Beaumont Pease dealt at some length with the various 
technical and other difficulties which would be involved 
in nationalization of the banks, but space will not permit 
of discussing them here. It must suffice, therefore, to 
quote the following paragraph from Mr. Hobson’s treatise, 
“The Case Against Nationalizing the Banks’”’: “ If 
there is one lesson which recent financial history has 
taught us, it is that the State can never be trusted not 
to abuse any power it has over the Central Bank. The 
experience, and the all but unanimous voice of econo- 
mists and financiers all over the world, as expressed, for 
example, at the International Conferences at Brussels in 
1920 and Genoa in 1922, is against the view that the 
State control of the Central Bank is to be preferred to 
private control ’’—an argument which applies equally to 
the nationalization of banks generally. 














Stock Arbitrage 


M ANY London financial houses are passing through 


lean times. The competition of the joint- 
stock banks has deprived them of much of 
their acceptance business; and what is left has to be 
carried on at a nominal profit, as the commission has 
been reduced below the pre-war level, while risks have 
greatly increased. Three or four of the stronger banking 
houses are earning large profits through their issuing 
activity, but most of the finance houses secure only a 
meagre return from the occasional issuing business they 
are able to obtain. The resources available for overseas 
lending are now depleted, and the stamp duty and 
American competition tend to divert foreign business 
from London to New York. The golden days of the 
foreign exchange market have also gone for ever, as 
fluctuations are reduced to practically normal limits, 
and speculative activity has been greatly reduced; the 
volume of exchange business, though still in excess of 
pre-war records, has fallen off considerably. In face of 
these gloomy conditions banking houses have to seek 
other sources of profit. Several firms have become 
engaged in operations in the dollar loan market, which 
has been recently developed in London. This is a com- 
paratively simple form of business. London houses 
borrow dollars in New York and re-lend them to Germany 
at a higher rate of interest. While these transactions help 
to meet the overhead charges in foreign exchange depart- 
ments, they can hardly be regarded as any thing but a 
temporary and not a very profitable type of business. 
Several houses are now reviving the stock arbitrage 
business which was carried on in pre-war days by the 
London branches of German and other foreign banks and 
by a few large brokers. A few London banks were also 
engaged in arbitrage, but it formed a very small part 
of their general business. During the war it was almost 
impossible to transact arbitrage business with New 
York and the Continent, but the last few years have 
witnessed a considerable revival and London is now doing 
arbitrage business with centres such as Paris, Amsterdam, 
Berlin, Brussels, Antwerp, Frankfort, etc., and a good 
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international market has been created for a number of 
securities. The direct telephone connection which now 
exists with these centres has facilitated arbitrage and 
reduced risk. 

Stock arbitrage now appears as a luminary on a 
horizon darkened by the competition of some of the larger 
joint-stock banks, and many finance houses are hastening 
to enter this business in the hope that it will bear some 
of the heavy overhead costs of their stock and foreign 

exchange departments. Some London branches of foreign 
banks are also establishing arbitrage departments. It is 
said that this invasion has disconcerted brokers who have 
long engaged in stock arbitrage. But as most of these 
brokers have great experience, coupled with the advan- 
tage of a trained staff, they can bear competition with 
some fortitude, relying upon the additional advantage of 
not having to pay brokerage. They, at least, can always 
secure much business which the banks would find un- 
profitable after paying brokerage. On the other hand, the 
banks’ resources permit them to invest much larger sums 
ze arbitrage than most brokers can afford, and banks 
can transact arbitrage through their foreign exchange 
eperinnaite, while brokers have to cover the foreign 
exchange through a bank. This latter advantage is now 
less valuable owing to the greater stability of exchanges. 
One of the major difficulties of the banks lies in finding 
an expert arbitrage staff. Their foreign exchange dealers 
are not necessarily qualified arbitrageurs, so that some 
banks have had to secure the services of foreign experts 
or offer adequate blandishments to experts in rival banks. 
This is a costly method of recruiting staffs and, as — 
telephone bills are also rather high, arbitrage is not < 
business to be lightly undertaken. 

While the development of the telephone has reduced 
arbitrage risks it has also tended to reduce margins 
between prices in various markets. In many cases there 
is practically no risk, as the dealer can get into simul- 
taneous touch with two centres and may resell stock, such 
as Royal Dutch in Amsterdam, practically at the same 
moment as he buys it in Paris. For this reason, however, 
it is not often that a wide margin long exists. Some 
bankers and brokers believe that the increase in the 
number of firms engaged in arbitrage must inevitably 














STOCK ARBITRAGE 575 





obliterate profits. But this is an unduly pessimistic 
view. The number of arbitrage securities steadily in- 
creases, and before long new foreign centres will be 
directly connected by telephone with London. It is prob- 
able that a revival in arbitrage will occur in New York 
and that much business will be done there in European 
securities, and London may play an important part 
between New York and continental centres. There are,: 
therefore, grounds for hope that there will be a fair 
amount of business for all London banks engaged in 
stock arbitrage. 


Law Reports 
By Our Legal Correspondent 


King—a petition of mght—the legal points raised 

were not formally pronounced upon by the judge 
(Mr. Justice McCardie) because terms of settlement were 
arrived at by which the Crown, as matter of grace, paid 
the amount of the cheque, £10,000. But some not 
uninteresting points arose in a very interesting set of facts. 

It seems that in July 1918, Mr. R. H. B. Lockhart, 
then British Diplomatic Agent in Moscow, had to purchase 
roubles for certain petroleum organizations. The banks 
being closed he purchased from different private firms 
and in some cases gave an extra guarantee for payment 
beyond the receipt and promise to pay. In the case of 
one of these firms, William Higgs & Co., he gave this 
extra guarantee by way of indorsement of one of that 
firm’s cheques for £10,000 drawn payable to his order 
upon the London C ity and Midland Bank. This cheque 
indorsed in blank by Mr. Lockhart (“ Mr. R. H. B. Lock- 
hart, British Diplomatic Agent in Moscow’’), with the 
seal of the Mission affixed, was negotiated by him 
to a firm in Moscow who negotiated it to yet another 
firm, who in turn handed it to the suppliant—a Mr. 
Aronowitz—in return for its equivalent in roubles. 
Mr. Lockhart, Mr. Higgs and Mr. Aronowitz all saw the 


[ the course of the recent case of Aronowitz v. The 
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inside of Soviet prisons. On the return from captivity 
of the two former, the deals in roubles were cleared by 
full payment to Messrs. Higgs & Co. Mr. Aronowitz, 
however, was so unfortunate as not to be freed till much 
later, and not until February 1921, did he get into safe 
territory, namely Lithuania, with the precious cheque 
sewn inside the upper leather of his boot to avoid Soviet 
agence From there he reached England on Friday, 
May 13, 1921, intending to present the cheque at the 
Midland Bank in London. Saturday being the Jewish 
Sabbath, he did not present it, being a strict Jew. 
Monday, May 14 was a Bank Holiday. But on Tuesday 
the 15th, friends of his who could talk English presented 
it, when it was alleged the manager explained there was 
no money to meet the cheque and advised a resort.to the 
Foreign Office. On taking that advice, it was suggested 
by the suppliant some agreement was reached with a 
Foreign Office representative as to payment, but this 
was denied by the Crown. And the case, so far as it 
was argued at all, proceeded on the claim on behalf of 
Aronowitz that the endorsement of the cheque by Mr. 
Lockhart was on behalf of the Crown and bound the 
Crown; that notice of dishonour had been given to the 
Foreign Office on or before May 19; that notwithstanding 
that the cheque was a crossed cheque the presentment at 
the bank (not through a banker) was a good presentment ; 
it was, as to time, also good as in the circumstances of 
Aronowitz escaping Bolshevist clutches when he did and 
coming to England as soon as he reasonably could do so, 
it was a presentment within a reasonable time; and that 
therefore the Crown, as endorser in blank through its 
agent, was liable. 

It seems that Aronowitz, when he prosecuted his 
claim, did not know that Higgs & Co. had been paid in 
full the amount of the roubles obtained indirectly from 
Aronowitz. But it was clear that Aronowitz parted 
with his roubles in reliance on the cheque and what he 
took to be the obligation of the British Government by 
the endorsement of its official representative. This 
being so, the Attorney-General, after consultation and 
having been satisfied that Aronowitz had really been the 
loser in reliance on the cheque, agreed to what counsel 
for the suppliant and the judge both expressed to be a 
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generous and proper settlement as upholding the moral 
desire of the Crown to recognize a hard case once its 
advisers were satisfied there was clear proof of value 
having been given in reliance on the faith of what was 
believed to be a Government promise. It was a happy 
and justifiable ending to a rather remarkable case where, 
although, as the Attorney-General explained, the Crown 
was technically entitled to judgment they took that 
judgment in its favour but on the understanding that 
substantial justice would be done. Sir Leslie Scott, 
on behalf of the suppliant, very naturally recognized the 
legal difficulties in the way of the suppliant and recognized 
the generosity of the settlement. 

Truly the legal difficulties were plain enough. For 
apart from the doubt as to whether Mr. Lockhart had 
any authority to bind the Crown by his endorsement 
(his correct title in Moscow being “ the unofficial dip- 
lomatic representative ”’); or his payment from Crown 
funds of Messrs. Higgs and other traders he dealt with 
directly in roubles (he had never heard of Aronowitz, 
of course)—there were other obvious technical obstacles 
in Mr. Aronowitz’s way. Such as these :— 

(1) His Majesty did not draw the cheque—it was 
Higgs & Co.—not one of His Majesty’s titles—a real 
firm——not an assumed name of His Majesty; 

(2) As endorser, His Majesty could not be liable, for 
the endorsement set out above did not purport to be for 
and on behalf of His Majesty, the words “ British Diplo- 
matic Agent in Moscow ”’ being placed as mere words of 
description (Dutton v. Marsh, L.R. 6 G.B. 361 and cases 
cited in Chalmer’s Bills of Exchange Act in the notes 
to Section 26) ; 

(3) In any case the cheque was not duly presented. 
Although Aronowitz got into Lithuania on February 20, 
where he had postal service and banks, there was no 
attempt to present until May, and when presented in 
May when Aronowitz got to England it was a crossed 
cheque and was not presented through a bank; 

(4) Next there was no effective notice of dishonour. 
And the judge added a further point by expressing a 
doubt that is interesting—whether the fact that the 
Saturday was a Jewish Sabbath was any excuse for 
non-presentment of a bill of exchange on that day. 

SS 
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All these were quite interesting and obvious points. 
In regard to point (2) it may be considered whether 
Chapman v. Smethhurst (1909) 1 K.B. 927 might not be 
relevant. Points (3) and (4) had they heats fully ad- 
judicated upon would have been of considerable moment. 
Anyhow, no one can doubt that the advisers of the Crown 
acted with generosity and propriety in settling the 
matter as they did when they were satisfied of the good 
faith of Mr. Aronowitz. 

Coming to quite other matters, among the minor 
points that have arisen lately is one as to the position 
of a bank with regard to its “ sub-branches ’’—unlovely 
hybrid compound !—-and the stopping of payment of 
cheques drawn upon an account kept at the branch. 
A “sub-branch ’”’ we understand to be an office in a 
particular area in the ambit of a branch office at which 
accounts kept at the branch may be operated by payment 
of cheques and receiving of articles or effects for collection. 
The account is kept at the branch itself and therefore a 
“stop ’”’ or countermand of payment of a cheque drawn 
from the branch is properly made by notification received 
at the branch. In the particular ¢ case the sub-office 
was not in telephonic communication with the branch 
office: a_ bearer cheque stopped at the branch office 
by that morning’s post was after that cashed at the 
sub-office before notification of the ‘‘ stop ’’ was passed 
on to the clerk in charge of the sub-office. The branch 
manager’s answer to the angry customer was that as 
he knew the cheque in question would in all probability 
be presented at the sub-office early on the next market 
day—the day in question—and also knew that there was 
no telephonic connection between branch and sub-branch, 
he should have directed his countermand also to the 
sub-office. The times were: Sub-office opened at II 
a.m.; branch office opened at 10.30 a.m., at which time 
the “‘ stop ’’ was in the morning post bag; cheque cashed 
at sub-office at 12.55 a.m.; “‘ stop’’ not heard of by clerk 
in charge of sub-branch until 3.30 p.m., when he arrived 
back at branch office. The customer’s reply to the 
bank manager was to the effect that the proper place to 
which to communicate a countermand of payment of a 
cheque was the branch upon which it was drawn, and it was 
“up to”’ the bank to make the necessary arrangements 
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to make that countermand effective by communica- 
tion to the sub-branch. The case in question did not 
proceed beyond initial stages, but it is obvious that the 
general proposition laid down by the customer’s solicitor 
is right. Nevertheless there is surely something also 
in the bank’s contention. The better way of expressing it 
however, is perhaps this: that where the course of dealing 
“between the branch ”’ and its customer as applied to 
the circumstances of a particular case render it reasonably 
probable that a cheque will be cashed at the sub-branch, 
it is reasonable that if a countermand is addressed to the 
branch office only a reasonable time should be allowed 
in which to communicate the countermand to the 
sub-branch—what is a reasonable time being a matter 
of fact to be determined on the facts of any given 
case. In the specific case referred to, the bank’s 
solicitors apparently came to the conclusion that, in the 
circumstances, the branch was in default. 

One might be justified in assuming that the points of 
practice regarding garnishee orders upon a credit balance 
on current account were by now well settled, but we are 
asked by a correspondent two questions : (1) At the time 
of service of an order nisi cheques are received through 
the clearing drawn on the garnisheed account the day 
before and are posted to the debit of the drawer in the 
bank’s books—are such cheques to be accepted or 
returned ? (2) If they are returned owing to the service 
of the garnishee order, what is the proper marking to 
place upon them? Probably a banker may at times 
if his customer can be relied upon and if the debt of the 
garnishor is comparatively small and such that on 
payment of it and any costs would leave a balance of 
sufficiently wide margin, take the risk of accepting the 
cheques. But strictly speaking he should not do so. 
On the contrary, since the whole balance is temporarily 
attached by the order nisi, his position is that he has no 
available funds wherewith to meet the cheques and they 
are consequently to be returned—for until the banker 
accepts the cheques qua the collecting bank the money 
is still in his hands as a debt due to the customer whose 
balance is attached. 

As to the second question, several suggestions have 
been made “ balance attached ” or “‘ account attached.”’ 
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Would “ R/D” be right? It is not unusual in such 
cases. On the whole we prefer the two former suggestions. 
They state the fact and so long as it were a fact could 
give rise to no liability. The letters “‘“R/D”’ may be 
open to the innuendo that they mean that the drawer of 
the cheque is insolvent or has no sufficient account or has 
drawn a cheque on an account not sufficiently in credit to 
meet it—whereas it might be that after payment of the 
judgment debt and costs in respect of which the balance 
is garnished there might be ample funds for the cheques 
presented. In practice one would think the chance of a 
bank being mulcted in damages in respect of such markings 
where an account is attached, are remote. As regards 
“R/D,” we have a little judicial authority. For instance, 
in Flack v. L. & S. Western Bank, 31 “‘ Times ’”’ L.R. 334, 
Mr. Justice (now Lord Justice) Scrutton held that 
“R/D” was not capable of a defamatory meaning— 
it merely means “ go back to the drawer.’”’ Even if it 
meant, as no doubt it does, “‘ there is no money wherewith 
to pay the cheque,” surely it would be true, and there- 
fore no libel, in a case where there was no available 
balance at the bank to meet the cheque. And there is 
no available balance when the cheque is presented owing 
to attachment. Still evidence might be laid before a 
jury entitling them to say, that “ R/D”’ is a reflection 
on a man’s credit and reputation inasmuch as any 
person of average intelligence would read into the words 
that he had drawn a cheque upon an account which was 
not in funds to meet it. In one case at least, it has been 
left to a jury. But in practice the difficulty very rarely 
arises and “‘ R/D”’ in such circumstances is, comparatively 
speaking, safe. 


The Governor of the Bank of Italy 


Cav. B. Stringher, Governor of the Bank of Italy, was 
in London for a short visit at the end of November. 
One of the objects of his visit was to discuss with the 
Bank of England matters concerning the relations between 
the two central banks, with particular regard to the 
investment of the large Italian funds held in London. 
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Books 


Aspects of Capitalistic Organization” 


OR a century, that is, for a period of time almost 
Fk co-extensive with the phenomenon studied, econo- 

mic science has been engaged in explaining the 
causes of the rhythmical character of industrial activity 
under capitalistic conditions; in other words, has been 
trying to give a rational account of what in these days it is 
fashionable to call the trade cycle. The question first 
arose in connection with the economic consequences of 
the Napoleonic wars: Could there be such a thing as over- 
production, or, as the men of the time called it, could 
there be “general gluts’’? A much more penetrating 
analysis evolved in the course of the long struggle over 
British banking and currency legislation ; Lord Overstone 
and his school gave an explanation of the periodicity of 
commercial crises which, in fact, asserted that the trade 
cycle is “purely a monetary phenomenon”’—a thesis 
which, as expounded by Mr. Hawtrey and Mr. Bellerby, 
has become very fashionable again of late years. In the 
matter of the trade cycle, as in allied fields of inquiry, the 
genius of Stanley Jevons—vaguely and rather inaccurately 
known as the author of the “‘sun-spot’’ theory of indus- 
trial periodicity—has thrown the work of his predecessors 
unduly into the shade. In welcoming the latest addition 
to the already enormous literature of the subject, it is as 
well to remember, not only how great, but also how per- 
sistent, the effort of mind is which has been devoted to 
this most vital and most perplexing problem. 

Professor Pigou brings to the problem the most 
capable analytic brain which British economic science 
can boast of. There are, broadly, two dangers to be faced 
in the inquiry. The first is the hunt for a s¢ngle explana- 
tion of a complex set of facts. The second is the constant 
confusion of analysis with explanation—a confusion 
which statisticians in particular are prone to. These 
dangers Professor Pigou easily avoids; but in avoiding 





* “Industrial Fluctuations.’’ By A. C. Pigou. (Macmillan & Co. 
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them he has not been altogether successful in steering 
clear of the temptation, which must be very great to a 
mind like his, of over-analysis. Disguised as a treatise 
upon the trade cycle, his book is, in fact, a good deal 
more than this. It is also an inquiry into the nature and 
effects of particular systems of banking and currency; 
and an inquiry into the nature and effects of given types of 
labour organization and wage remuneration. That these 
affect the problem of industrial fluctuation Professor 
Pigou makes abundantly clear; no part of the book is 
irrelevant to the main theme; nevertheless, the central 
theme and purpose of the inquiry are at times lost almost 
altogether from sight. This book will be read, not only 
for the purpose of finding out what the author has to 
say about the trade cycle, but what he has to say about 
banking, about currency, about short time versus 
unemployment, about insurance against unemployment, 
to mention only some of the minor themes treated of. The 
author, on his voyage of discovery, is not content with 
following the main stream, but explores every source and 
rivulet ; he must not be surprised if the reader with a less 
voracious appetite for truth sighs occasionally for a 
plainer, even if less accurate, survey of the country. 
What distinguishes Professor Pigou’s treatment of the 
main thesis is the careful distinction between the impulses 
which are capable of initiating industrial fluctuations 
and those conditions (including human psychology) of 
industrial structure which react to these impulses. ‘‘ The 
impulse is the dropping of a match; the consequences are 
determined by the nature of the material with which it 
comes in contact.’ The “‘causation”’ of the trade cycle 
is therefore a very complicated thing; for, once given a 
certain type of industrial organization, that organization, 
as it were, generates its own toxic effects; in particular, 
there is a ‘mutual generation of errors of optimism and 
errors of pessimism,’’ which in conjunction with the facts 
of business structure, tends to make industrial activity 
wave-like. It follows from what has been said that the 
cure of industrial fluctuations may be sought partly in 
trying to control the initiating impulses, partly in altering 
the nature of the industrial situation, so as to make it less 
susceptible of infection from without. This leads to an 
important discussion, in Chapter XXI, of the results of 
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particular reforms, which starts from the assertion that 


“the effects of the several groups of factors . . in aug- 
menting the amplitude of general industrial fluctuations 


cannot be treated as simply additive. 


The sum of their 


effects taken singly, each on the assumption that other 


things 
at something much bigger than the joint effect of all of 


them taken together.’’ It follows that 


are unchanged, will, when added 


up, work out 


“a proof to the 


effect that the removal of factor A would reduce the 
amplitude of industrial fluctuations by 
is not a proof that the removal of the other factors would 
not reduce it by more than one-quarter, 
the magnitude of any factor is in part determined by 
the magnitude of the other factors present. Hence, 


also 
great 


‘from these considerations there 
drama of reconciliation. Controv 


three-quarters 


’ for, in fact, 


may result a 


rersialists who 


imagined themselves to hold incompatible opinions are 
not necessarily in conflict at all!” 

From the standpoint of the banker, te most important 
issue raised in Professor Pigou’s analysis is the part 
played by the existence of money and of a banking system. 


Apart from the f 


act as 


all prices and each price. 


fact that monetary arrangements may 


“autonomous” causes of fluctuations—changes in 
gold-production, inflationary governmental finance, and 
reactions on a single country of changes 
policy in other countries are primarily thought of here- 

there has to be considered the response to influences from 
without of the actual monetary and banking arrangements 
in force, and the manner in which this response of itself 
accentuates the amplitude or degree o 
To begin with two important points of theory. First, 
Professor Pigou rejects the view that the ‘ 

a purely monetary phenomenon.” In the fi 
stabilization of general prices could nc 
abolish fluctuations. “Tt depends on a conf 


in monetary 


f fluctuation. 


‘trade cycle is 

first place, a 
»t necessarily 
usion between 


Though, no doubt, in a period 


of optimism the typical business man will often expect 
that the general level of prices is going to rise, he will also 
often expect that the price of his own particular commo- 


dity 


is 


going to rise relatively to other 


commodities. 


A knowledge that the general level of prices must remain 


stable 


and this is the utmost that any 


banking arrangements could secure —will not prevent him 
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from entertaining this expectation.” In the second place, 
“it is necessary. . . to bear in mind the fundamental 
distinction between causes and channels along which 
causes act. ..In the earlier part of the nineteenth 
century there was an intimate statistical association 
between the note-issues of country banks and industrial 
fluctuations. Anybody arguing along Professor Fisher’s 
lines would have been tempted to claim that the fixation 
of these issues would put an end to the fluctuations. 
History proves that he would have been wrong. The 
issues, though, no doubt, in part causes, were in the main 
only channels of action.” 

But it does not follow from this that price stabilization 
would not effect some change; in fact, Professor Pigou 
believes that price stabilization would “ substantially ” 
reduce fluctuation; he even commits himself to the view 
that the amplitude ‘‘ might be cut down to half what 
it is at present.’’ The technique of price stabilization 
remains, therefore, an important subject of inquiry. 
But how do banking arrangements affect the problem ? 
Here Professor Pigou’s analysis becomes very difficult. 
Increase in industrial activity involves an increase in the 
volume of floating capital put at the disposal of business 
men. His problem is to determine precisely how much 
greater the supply of floating capital can be made to 
become because there ave banks, than it would have been 
in the absence of banks. In so far as banks transfer 
liquid balances they do not add to the supply of floating 
capital: in so far as they “create credit,” they do add 
to the supply. They do so by enabling business men to 
levy a toll on society, which is greater the Jess any given 
volume of credit-creation raises prices. Further, a rise 
of prices in so far as it occurs, modifies the terms of past 
contracts—wage and fixed interest contracts—in favour 
of business men in periods of boom. Now, if when 
business men thus levied toll the net savings of the 
rest of the community fell off to the same extent, there 
would be no gain. But, in fact, Professor Pigou holds 
(p. 133) that the aggregate of real floating capital 7s 
increased, for to argue the contrary is to “ ignore the 
fact that the desire of ventiers to invest at interest is 
keener in respect of the 800th unit of investment than 
in respect of the 1oooth.”’ Or, to put it otherwise, if 
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real income falls by a given percentage, savings do not 
fall by the same percentage. This is a fundamental 
thesis: for on it is made to turn, not only the doctrine 
of ‘‘ real levies by credit creation’ in Part I of the book, 
but also an important argument as to the relation between 
discount policy and the real rate of interest in Part II. 
There it is argued that by thus making a “ levy of real 
things from the public,” bankers are “ increasing the 
stream of real capital ’’ for business men and are “causing 
a fall in the real rate of interest on long and short loans 
alike. It is true, in short, that the bankers’ rate for 
money is bound by a mechanical tie to the real rate of 
interest on long loans: but it is not true that this real 
rate is determined by conditions wholly outside bankers’ 
control.’’ The validity of these arguments would appear 
to turn in part on the precise meaning to be placed upon 
the phrase ‘a fall in the real rate of interest.”’ The 
real rate of interest on fixed interest-bearing loans (i.e. on 
past contracts) obviously falls as prices rise: but this 
is irrelevant. For the rest, there is a distinction between 
saying that if the banks by credit creations levy a toll 
on real capital, the real rate of interest is less than it 
would have been for the aggregate volume of real capital 
then furnished, if that aggregate had all had to be 
borrowed, and saying that, if there are credit-creations, 
and, in consequence, levies on real capital, the real rate 
of interest falls, in the sense of falling below the pre- 
viously existing equilibrium rate. For the total demand 
for capital has also risen. Part of that increase is pro- 
vided by real levies, part by real savings. Under these 
circumstances the real rate may still rise, though it may 
not rise as much as it would have risen had the whole 
increase had to be saved. But then, in the absence of a 
banking system which permits of real levies, it is doubtful 
whether the aggregate demand for real capital would 
have expanded as much as it did when such a banking 
system is, in fact, present. 

When dealing with stabilization policy as a means of 
mitigating industrial fluctuation, Professor Pigou ad- 
vances important evidence to show that, as an index, 
movements in the reserve proportion are at least as 
sensitive as movements in the price-level. On the other 
hand, the central banks have not in the past utilized 





586 THE BANKER 


this index to the full extent : a stabilization policy would 
involve an earlier rise in rates of discount than has 
actually taken place in the past, when the policy of safe- 
guarding reserves was in the ascendant. 

We have, we think, said enough to indicate our sense 
of the importance of Professor Pigou’s book. It is a 
princely contribution to the literature of the subject, 
although, as we say, it has the defects of its qualities. 





Central Banking and Common Sense 
Ne overmuch attention has been paid in the 


daily Press to the conflict which has arisen 

between the Finance Committee of the League 
of Nations and the Bulgarian Government in connection 
with the proposed Stabilization Loan. As part of the 
reforms incidental to the grant of League support, a 
reorganization of the status. of the National Bank is 
demanded, by which it is to be assimilated more closely 


to that of the Central Banks of Western E urope, and as 
a consequence of which alteration of status, the general 
principle recommended by the Brussels Conference, 
that Central Banks should be made independent of 


Government, would be more fully observed than is at 
present the case. To this demand, the Bulgarian Govern- 
ment refuses to accede, alleging in its own defence that 
the Legislature would not consent thereto, and that, 
therefore, the proposal is tantamount to suggesting 
suicide. The unhappy executive would thus appear 
to be faced with the alternative of failure on the one hand 
or extinction on the other. 

As an incident in the history of European recon- 
struction this dispute is not without importance. But 
it is not from this point of view that the major problems 
involved are to be considered. What is really of great 
significance is the theoretical problem thrown up in the 
course of the dispute: the necessary functions and 
organization which a central bank ought to have. This 
is not the first time in recent years that this question 
has been raised in an acute form. The same problem 
has recently had to be discussed in South Africa, and 
it is not yet solved in the case of India. In the United 
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States the same issue is implicit in the discussions and 
agitations centring round the Chicago Reserve Bank and 
the discount rate. Even in this country, we venture 
to point out, there is not complete agreement as to what 
precisely ought to be the status and powers of the Bank 
of England. 

The fact is that the world has in recent years been 
obsessed by a conception of central banking which is 
based upon experience and practice in a relatively 
restricted number of cases, and insufficient attention 
has been hitherto devoted to the question how far 
environmental conditions are universally present which 
would make that conception generally applicable. The 
place of the Central Bank in the money market must 
obviously be very different in areas in which there is 
and in those in which there is not an organized money 
market. Its relations to the State, again, must be 
essentially different in areas where economic development 
has so far progressed that agriculture, industry and trade 
are independent of State assistance, and in areas where 
the State, under the actual conditions obtaining, is the 
only really progressive and dynamic factor available. 
The danger is that in the laudable attempt to prevent 
abuses and avoid difficulties, a too rigid interpretation 
of what a central bank ought to do is being adopted. 

Up toa point it is easy to define just what the powers 
of a central bank ought to be. It ought to have the 
exclusive right of note-issue : it ought to be the custodian 
of the reserves of the other banks : it ought to subordinate 
considerations of profit to considerations of the general 
good. It ought not to allow itself to be sacrificed to 
special interests, including those of the State: it ought, 
therefore, to have an organization which will enable it 
to resist pressure. It must not invest its funds in such 
a way as to endanger its freedom of action in moments 
of crisis: it must be capable of exerting moral authority, 
and, if this is insufficient, must be able to bring into play 
forces which are capable of bringing recalcitrants to heel. 
These are the common-places, almost the copy-book 
maxims of central banking, but how little they contribute 
to an understanding of the concrete difficulties in par- 
ticular countries ! W hen general principles are brought 
into play to batter down opposition, it is not always the 
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case that the opposition is wrong. The line between 
principle and platitude is sometimes hard to draw. 

We are far from wishing to give the impression that 
in the specific case of Bulgaria the local Government 
is right in its contentions, and the finance committee 
wrong in its demands. The actual facts may be such as 
to deprive the National Bank of that degree of indepen- 
dence which any central bank must possess if it is not 
merely to be a sub-department of the Treasury. Even 
if it is it does not follow as a matter of course that its 
monetary and banking policy must be wrong—the former 
banking department of the Czechoslovakian Treasury 
is a proof to the contrary. What we do desire to protest 
against is the assumption that the general issue can be 
disposed of by laying down an “ ideal ”’ of what a central 
bank ought to be and then imposing it on the whole world. 
There are an infinite number of positions possible between 
complete nationalization of the Central Bank and com- 
plete denationalization of the Central Bank. In normal 
times, a central bank with even a considerable admixture 
of State influence manages to get along without too many 
breaches of economic law. If that were not so, none of 
the central banks of the pre-war era in Europe would 
have commanded any respect at all. In periods of war, 
no denationalized Central Bank can resist the Govern- 
ment—the best proof is the war policy of the Federal 
Reserve System. The best safeguard against infraction 
of sound policy is the gold standard, which forces the 
Central Bank along a safe path by making it perfectly 
easy to everyone concerned to judge when sound policy 
is being departed from. In general, to divorce the State 
from any influence over the day-to-day operations of 
the bank is equally desirable, so far as greater incon- 
veniences are not thereby incurred. But greater incon- 
venience may be incurred in specific cases: in those 
cases, namely, in which the level of banking knowledge 
and standards of commercial competence are lower 
outside the sphere of Government service than they are 
within it. This is to some extent the case in India, it 
may be the case in the Balkans. If it is so, then to insist 
upon a completely independent Central Bank is to avoid 
one danger at the risk of incurring other, and still greater, 
ones, though of a different kind. 
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Some Buildings of the Banca 
Commerciale Italiana 


By Professor C. H. Reilly 


the old buildings of most European countries, 

we are pretty generally in the reverse position 
with regard to the modern ones. To a certain extent 
this is no doubt owing to the fact that there is a large 
romantic element, due to age and its associations which 
is unconsciously influencing our judgment. Our judgment, 
that is to say, is not a purely esthetic one even 
when we think it so. But there are other influences as 
well which handicap us in appreciating modern architec- 
ture abroad. Each nation has travelled along a separate 
path, from a common classical or Gothic starting point, 
and has established national tastes and prejudices. A 
revolution in building methods comparable to that of 


W vite: we all have little difficulty in appreciating 
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the discovery and development of Gothic vaulting might 
bring the nations together again. Some see in the build- 
ing forms ferro-concrete is introducing in Northern 
Europe the hope of such a revivifying process. Till it 
comes about, however, we shall continue on our separate 
paths without any great sympathy for each other's 
modern work. This is particularly the case with modern 
Italian work. 

We owe so much to Italy of the Renaissance, and 
trace our modern urban architecture so directly to the 
work of the great Italian architects of the sixteenth 
century, like Palladio and Sanmicheli— the latter of 
whom may be said to be Sir Edwin Lutyens’ particular 
friend and master—that we are apt to look rather askance 
at other work deriving from the same source, which seems 
to us to have so little of the spirit of our common ancestors. 
It is like the meeting of distant cousins, each wondering 
how the other has developed such strange characteristics. 

The first illustration shows the head office of this 
famous bank in Milan. It is, one gathers, an administrative 
headquarters, and not a bank in the ordinary sense. It is 
therefore an office block occupying a good square site, 
near the centre of the town, next the well-known shopping 
galleries. Judged by English standards, it is as good as 
any of the very similarly sized blocks which have been 
built in recent years in King William Street, but not 
as good, say, as Britannic House in Finsbury Circus. 
Like all the above, it is a variant of the Italian 
palazzo and does not attempt any new form of expres- 
sion like our own Adelaide House. It has probably 
less reason, for from its height and size it does not 
exceed that of the old Italian palaces, and if steel is 
used in its construction it is only used in a minor way. 
The walls are built stone upon stone, and not sus- 
pended in the air on steel girders, as in Adelaide House. 
The building therefore invites comparison to its forbears, 
the Italian palaces of the sixteenth or seventeenth century. 
How does it compare? Like our own buildings derived 
from the same source, it has not the breadth and sim- 
plicity, the great scale of its ancestors. Think of the 
Farnese Palace in Rome, with its long rows of windows 
and unbroken front. Instead, each of the main fronts of 
this building is divided vertically into three compart- 
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ments by a projecting centre. The King William Street 
blocks, it is only fair to say, show the same desire to 
assert themselves. The older buildings would have relied 
more on their total mass and outline. It must be remem- 
bered, however, that they had the advantage of less 
windows. In the same height an old palace would have 
had at most three stories against four. This meant the 
possibility of greater wall space on the exterior, which 
was always taken advantage of and generally left plain 
to tell to the utmost. Here, under office as against palace 
conditions, the architect has had to provide an extra tier 
of windows, but there was no reason why he should still 
further have reduced his wall space by so many architec- 
tural features—pilasters, caryatides, cornices, and the like. 
He might have attained his architectural expression, 
one imagines, with less detail—a criticism which applies 
to most of our own office buildings as well. Admitting, 
however, the common fault, one can say that all the detail 
here is scholarly, good detail, well proportioned and 
expressive without being vulgar. If the building looks 
overloaded it still retains an appearance of strength. 
The great Italian Renaissance tradition is not dead in 
the land of its birth when it can produce a building 
as good as this one. 

The interior of the head office banking hall at Milan— 
the second illustration—is less attractive according to 
our standards. Though the dimensions are fine and the 
shape good much greater effect could have been made 
from such a space. Instead of scale, nobility and 
restraint we have a great number of small features, too 
large a variety of materials, and far too much ornament 
even to our English standards. 

The banking hall at the Florence establishment 
(illustration three) is a far finer apartment. The great 
arches here give a lift to the interior so that it looks 
actually higher than the Milan one, although it is prob- 
ably lower. It is interesting to note how the Florentine 
tradition of Michelangelo has been retained in the 
detached columns at the four corners of the great piers 
and in the fine fluted brackets under them, while earlier 
Della Robbia motives are used in circular coloured panels 
in the spandrels of the arches and in the frieze. This 
is a hall of which any bank might be proud. The banking 
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hall at Naples (illustration four) is another arched scheme, 
but not so finely done as the Florence one. There is a 
great weakness in the narrow corner pier where the arches 
from the two sides meet. This is obviously a very rich 
interior, with walls in marble veneer. It has big scale 
and fine light and shade, but the detail is not so refined. 
Certainly, the directors of the Banca Commerciale 
are alive to the dignity a great public banking hall 
of symmetrical and noble shape gives to a bank, and 
are more willing to expend space and money upon it 
than our E nglish bankers are as yet, though one is glad 
to note in both the new headquarters of the Midland and 
Lloyds Banks they are moving fast in that direction. 

The Messina bank itustration six), built since the 
earthquake, and, it is said, in earthquake-proof construc- 
tion, shows an exterior of much broader and _ plainer 
treatment than that of the Milan headquarters. It is on 
an awkward curved site, which the architect has done his 
best to steady with terminal and central features of 
pilasters and columns. Considering his difficulties, he has 
made a fine building, with good detail everywhere except, 
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perhaps, in the panel which breaks the skyline above the 
central entrance. I think, in spite of differences in tem- 
perament and history, we could honestly say we should 
think this a good building if it were in one of our provincial 
towns, and be justly proud of it. 

The six buildings referred to in this article are, of 
course, but a few of the many buildings of the Banca 
Commerciale Italiana (I believe that the actual number 
amounts to more than a hundred), and the general 
standard of the bank’s premises is not excelled by any 
of the larger English and Continental banks. One would 
naturally expect that a bank of the eminence of the 
Banca Commerciale Italiana would give great attention 
to their premises, many of which are situated in some 
of the most beautiful of Italian cities. Though the 
press of business caused by the growth of the bank 
during the last few years might be expected to engage 
the entire attention of the directors, it is highly creditable 
that they have been able to find time to attend to 
architectural affairs. I hope at some future period to write 
something on other buildings of this public-spirited bank. 
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A Note on Two Branches of the 
Yorkshire Penny Bank 


HESE two branch banks have _ both been 
designed by Messrs. Chorley Gribbon and Foggitt, 
of Leeds, and built by Messrs. William Nicholson 

and Son, the eminent builders of the same town. They 
represent a very fair standard of design and a high 
standard of craftsmanship. The Scarborough bank, 
as regards design, is the better of the two; it has 
in these days a commendable simplicity. The cornice 
has the modern fault of projecting too suddenly without 
any bed-mould to speak of to make preparation for it. No 
Georgian cornice would spring so abruptly from the wall. 
For the rest, the building is suave and pleasant. The 
ground floor is sufficiently accentuated but not too much 
so, and the two doorways at either side, one presumably to 
the bank and the other to the office premises over it, are 
sedate and pleasant features. The windows above are 
well proportioned and have no unnecessary architectural 
trimmings except, perhaps, the moulded sills to the upper 
ones, with long stone aprons under them. The result is 
a building which has the good manners to maintain the 
plane of the street while yet proclaiming its purpose 
quite clearly. In this respect the Yorkshire Penny Bank 
have set an excellent example to other English banks. 
The York branch is a more worried structure, with 
too many cornices, key-blocks, and other projecting 
features for repose. The main cornice, as in the Scar- 
borough bank, juts out very suddenly, but has here even 
harsher modillion blocks to emphasize it. It is difficult, 
too, to imagine that the two doorways in this bank were 
designed by the same hand which designed the pleasant 
ones at Scarborough. Here they have not only crude 
triangular pediments over them of about the same pro- 
jection as the main cornice, but another cornice line with 
heavy block keystones only 2 ft. or 3 ft. higher up. The 
result of all this is a building so over-emphatic in parts 
that the pleasant Georgian windows of the upper portion 
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THE SCARBOROUGH BRANCH, YORKSHIRE PENNY BANK LIMITED 


and the good windows and plain rusticated piers to the 
bank itself are overwhelmed. If the Yorkshire Penny 
Bank continues to build such practical, pleasant, and 
unassuming branches it will add much to the architectural 
amenities of the many centres in which it serves the 
public. 
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International Gold Movements 
By Paul Kinzig 


attracted comparatively little attention outside 

the circle of those directly concerned. The supply 

of gold was plentiful, and the demand was, generally 

speaking, moderate and well regulated. Most of the 

leading countries were on a gold basis, and there was a 

comparatively free international intercourse of gold in 

consequence. Central banks, as a rule, had a comfortable 

margin of gold stock to meet seasonal and other normal 
requirements without undue strain. 

The position has fundamentally changed since the 
war. The gold requirements of those central banks 
which have returned to the gold standard are much higher 
than before the war. Prices have settled down at a 
higher level, and, as a result, note circulation and its 
metallic cover have also to be raised or kept above their 
pre-war figures. Many countries have spent their gold 
stock during and after the war, and have to replenish it 
in order to be able to return to a gold basis. Several 
other countries are adopting the gold standard. In 
face of this increased demand, the supply available for 
international requirements is substantially below its 
pre-war volume, because a very considerable part of the 
visible stock is locked up in countries which have not 
restored the gold standard up to the present. In fact, 
five out of the seven countries with the largest gold 
reserves—France, Germany, Spain, Japan, and Italy—are 
on an inconvertible paper basis, and refuse, as a rule, to 
part with any gold. Their stocks are, therefore, not 
accessible to meet the international demand, which is thus 
concentrated upon the London and New Y ork markets. 

As far as New York is concerned, its gold stock exceeds 
domestic requirements, so that withdrawals are not 
unwelcome. London’s position is, however, totally 
different. It is working with a rather narrow margin, 
and the inadequacy of its gold supply is aggravated by 
the approaching amalgamation of the note-issue. The 
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Bank of England’s gold stock would provide a rather low 
percentage of cover to the combined note circulation, 
The possibility of an increase of the gold stock is limited. 
while a great number of causes may bring about an outflow 
of gold. In such circumstances, gold movements have an 
unusually great effect upon both the position on the money 
market and the future prospects of this country’s financial 
supremacy. It is, therefore, only natural that gold 
movements should become a matter of public interest. 
At present it is not only the bullion market and the money 
market which is following with keen attention the bullion 
movements, but also the Stock Exchange, banking and 
business circles, and even the general public. As very 
little is known about the subject outside the small circle 
of those directly engaged in the transactions, it may be, 
perhaps, useful to describe the circumstances which 
tend to bring about bullion movements, and to indicate 
their prospects. 

International gold movements, whether influx or 
efflux, may be divided into two categories, viz. arbitrage 
transactions and special transactions. Arbitrage trans- 
actions (or, as they are often called, exchange transactions) 
are the result of the appreciation or depreciation of 
exchanges beyond their gold points. Special trans- 
actions may be the result of a great variety of causes; 
they take place without regard to the exchange 
situation. 

The possibilities of gold movements through arbitrage 
transactions are much wider than before the war. 
As a result of the decline of freight rates and, in many 
cases, of the time of transport, the margin between gold 
points of certain exchanges is much narrower than in 
pre-war days. At the same time, the factors which tend 
to influence exchanges are still far from normal. Trade 
balances are subject to unusually wide changes, and 
invisible imports and exports move also within a rather 
wide range. Admittedly, the period of reckless post-war 
speculation in exchanges is practically over, and the 
return to gold reduces the chances of speculative exchange 
movements. Nevertheless, owing to the unsettled state 
of international trade, and to the wide discrepancy 
between the rates of interest in various countries, caused 
by the abnormal capital requirements of some of them, 
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powerful factors are still at work, tending to bring about, 
from time to time, wide exchange movements. The 
chances of the depreciation of exchanges below gold 
export point and their appreciation above gold import 
point are, therefore, much greater than in pre-war 
days. 

The exchange which, from the point of view of the 
gold situation, is of the greatest importance for this 
country, is, of course, the dollar. The following figures 
compare the gold export point to New York in 1913 
and in 1927 


1913 1927 

£ . <. £ s. d. 

100,000 fine ounces of gold @ 
84s. 114d. ‘i a -» 424,791 13 4 424,791 I3 4 
Freight (3s. gd. in 1913, 3S. in 1927) .. 796 I0 O 637 4 O 
Insurance (gd. in 1913, Is. in 1927) .. 160 10 O 214 0 O 
Interest 4 per cent. for 8 days ee 372 8 4 372 8 4 
Boxes and packing .. ia es 16 0 0 16 0 0 


420,137 I 8 426,03r 5 8 


100,000 fine ounces @ $20°67183 .. $2,067,183 $2,067,183 
Incidental charges in New York .. ‘i sail 206 
Net proceeds .. =... se 2,067 ,033 2,066, 977 
Gold point pe = $4°8506 Pie $4°8517 





The above calculation, and every other calculation in 
the present article, is based on the assumption that the 
transaction is carried out by a London and a New York 
firm on joint account, so that no commission is included 
among expenses. It is seen that, while insurance is 
higher than in 1913, and the rate of interest is, for the 
moment, the same as was the average pre-war rate, 
freight charges are at present much lower than in 1913. 
Immediately after the re-establishment of gold standard 
in 1925, the freight rate has been raised to 5s. per £100, 
as against 3s. gd. “before the war. Early in 1927, however, 
owing to the competition of the Compagnie Générale 
Transatlantique, the Cunard, White Star, and United 
States Lines had to reduce their rate to 4s. per £100 at 
first, then to 3s gd. In April last there was a further 
reduction to 3s. per £100, which is 9d. per £100 below 
the pre-war rate. 
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The following table shows the rates of the dollar 
exchange at which it becomes profitable to take gold from 
the open market to New York, on the basis of a rate of 
interest varying between 3 per cent. and 5 per cent. 


Rate of 
Interest Market Price of South African Bar Gold 


per cent. = 113d. 84s. I1}fd. 84s. 11d. 84s. 1o#d. 84s. 104d. 84s. ro}, 
4° 8540. 4°8552 4° 8904 4° 8576 4°8588 
4°8534 498546 948558 = 48570 44°8582 
48529 48541 4°8553. 48505 = 48577 
49523 43535-48547, 48559 48571 
48518 4°8530 4°8542 4°8554 4°8566 


Dy, 


N Ww 


OC r oo Co L 
Un a = UU 
~\ 3 i) 


sala alienate 


The calculation is made on the basis of freight rate 
of 3s. per £100 and of insurance rate of Is. per £100; the 
period of the transaction is assumed to be eight days. 
It is thus seen that, if the interest on short loans is 3 per 
cent., and the market price of gold is 84s. 1o}d., then it 
is profitable to take gold when the dollar rate is under 
485%. If the interest rate is 4 per cent., it becomes 
profitable to take gold to New York at 84s. 1o}d. when 
the rate declines below 4°84?. This explains the American 
purchase of gold in the open market in May, when the 
exchange was between 4°854 and 4°85+. 

With regard to the steady appreciation of sterling 
during the last three months, the influx of gold from New 
York has come within the limits of possibility. The 
Cunard Line and the White Star Line have recently 
reduced the freight rate for gold shipments from New 
York to London from 7s. 6d. per {100 to 3s. per £100. 
As a result of this reduction, the gold import point has 
declined to 4°88#, as is shown by the following calculation : 


100,000 oz. fine gold at $20°67183 .. $2,067,183 


Freight 3S. per £100 on $2,068. 000 mae ms 3,102 
Insurance $ per mill. on $2,070,000 for eight days a 1,035 
Interest 3h per cent. on $2 067, 200 1,580 
Incidental expenses in New York 200 


$2 2,073.1 106 


100,000 oz. fine gold at 84s. 1od. .. 7 ae £424,1 166 13 4 
£ — $4.8924. 


In the absence of a forward gold market, gold cannot 
be imported from New York to the open market, as the 
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arbitrageurs would run the risk of not being able to sell 
it above the Bank of England’s buying price. Otherwise, 
assuming that the freight rate will remain at 3s., 
it would become profitable to ship gold from New York 
and sell it in the open market at 84s. 11}d. as soon as 
the exchange rate rises above 4.88. 

An influx of gold, as a result ‘of. the appreciation of 
sterling beyond its gold import point would be of great 
significance, as it would be the first shipment of gold from 
New York to Europe since the war through normal 
arbitrage transactions. It would be an important 
landmark in the process of the financial reconstruction 
of Europe. 

The chances for a gold influx from Continental 
countries on a gold basis are rather restricted. In the 
case of Germany, there can be no question of any 
arbitrage transaction for the present, as the Reichsbank 
is not obliged by law to sell gold. It may part voluntarily 
with some gold in certain circumstances—as, indeed, 
it parted with some in May last—but the efflux assumes 
the shape of special transactions, and has no direct 
connection with the exchange position. It will be remem- 
bered that, even before the war, the Reichsbank was 
reluctant to allow a natural efflux of gold to take place 
in consequence of an adverse movement of the exchange. 
Although legally there was no obstacle to an export of 
gold, in practice there were many means at the disposal 
of the authorities to prevent such transactions. It is 
reasonable to assume that the freedom of the German 
gold market will not be wider than before the war for 
some time to come. 

On the other hand, the Reichsbank frequently 
encourages gold imports by means of exchange trans- 
actions. In 1925 it revived the pre-war practice of 
accepting gold at its Hamburg and Bremen branches. 
In addition, the Cologne branch was also authorized to 
take gold, which was of special significance with regard 
to the air mail service between London and Cologne. 
Another method with the aid of which the Reichsbank 
encouraged the influx of gold before the war was to grant 
advances free of interest to finance the arbitrage trans- 
action. This was particularly important with regard 
to the import of gold from distant centres, but it was 
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also of some significance as regards shipments from 
London. There is reason to believe that this practice 
was also renewed, as towards the end of 1926 gold was 
taken sometimes to Germany when the exchange situation 
apparently did not justify it. The extent to which the 
Reichsbank’s policy affected the gold export point of the 
reichsmark exchange in London is shown by the following 


comparison : . 
Berlin Cologne 
(Free of Interest) 

£ s. d. £ S. 
32,150°725 fine oz. @ 84s. 114d. .. 136, 573 12 0 136,573 12 
Transport by air : 150 0 O 110 
Insurance on £143,500 - ea 71 15 O 71 
Interest on £136,573 .. in re 56 6 
8o assays . ia 18 oO 
Packing, 20 boxes... ‘is 5 5 oO 5 





136,874 136,778 
1,000 kilos of fine gold @ 2,790 reichsmarks .. .. RM.2,790,000 
Berlin: £1=RM.20°381 Cologne : £1=RM.20°398 


In October, however, the Reichsbank discontinued 
its practice of encouraging gold imports. It has even 
reduced the buying price of gold to 2,786 reichsmarks 
per kilo. 

As far as the Netherlands is concerned, the chances 
for a gold influx and for a gold efflux are approximately 
equal. The Netherlands Bank does not employ any 
special means to encourage gold imports or to discourage 
gold exports. The only restriction is with regard to the 
export of gold to countries which are not on a : gold basis. 
There is, however, an arrangement between the Nether- 
lands Bank and the Java Bank which tends to interfere, 
to a certain extent, with the natural movements of gold 
between London and Amsterdam. The Java Bank keeps 
a gold deposit with the Netherlands Bank, against which 
it is entitled to issue notes. If conven‘ent, it accepts 
the delivery of gold at its Amsterdam deposit. At the 
end of 1925, when the Batavia rate declined below 21 
as a result of the rubber boom, gold was shipped from 
London to Amsterdam, though neither the Amsterdam 
nor the Batavia exchanges were under their gold points, 
which are 12°0432 and 11°96 respectively. As _ the 
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Batavia exchange was, however, under the gold point 
of the Amsterdam exchange, it was profitable to take 
gold to Amsterdam and pay it into the Java Bank’s 
deposit with the Netherlands Bank. Should the Batavia 
exchange depreciate beyond the gold import point of the 
Amsterdam exchange, then, in theory at least, it would 
be profitable to take gold for London from the Java 
Bank’s Amsterdam deposit. In practice, however, the 
Java Bank may refuse to accept or to pay out gold in 
Amsterdam, so that the arrangement would work in both 
directions only if it is convenient to the Java Bank. 
Thus, if it does not wish to lose gold, all it has to do is to 
refuse to sell gold from its Amsterdam deposit, in which 
case it would not lose gold until the Batavia rate has 
depreciated beyond its gold import point, which is 
probably around 12°20. 

Up to now, no gold has been taken from Amsterdam 
to London since the restoration of the gold standard by 
means of exchange transactions. In May there was some 
gold taken from the Netherlands Bank to New York in 
consequence of the reduction of the freight rate of gold. 
But for the restriction on the export of gold to countries 
which are not on a gold basis large amounts would have 
been taken to Germany. 

The significance of Stockholm, Copenhagen, and 
Helsingfors as free gold markets is too small to be of any 
consequence from the point of view of London’s gold 
position. No exchange transactions have taken place 
with either of these centres, though both Stockholm 
and Copenhagen have lost some gold to Germany as a 
result of their adverse exchanges. To that extent they 
have diverted from London the Reichsbank’s demand, 
and have thus indirectly contributed to relieve London. 

The exchange rate of the South African pound has a 
certain influence on our gold position. Partly asa result of 
its discount in relation to pound sterling, it was profit- 
able to take large amounts of sovereigns from South 
Africa to Argentina. The amount of sovereigns sent to 
London was, in consequence, much smaller than usual. 
As the Bank of England invariably secures the South 
African sovereigns, the direct shipments from Cape Town 
to Buenos Aires affected adversely the Bank’s reserve. 
The appreciation of the Argentine peso and the 








































606 THE BANKER 


reopening of the Conversion Office at the end of August 
resulted in a heavy efflux of gold from London to 
Buenos Aires. Although the exchange did not go beyond 
the gold export point, but for the gold purchases it 
would have appreciated sufficiently to provoke an efflux 
through arbitrage transactions. The appreciation of 
sterling in relation to dollars has checked this movement, 
as it is now cheaper to buy gold in New York. 

The Canadian exchange usually moves within its 
gold points in relation to the United States dollar, which 
are very narrow. If, on rare occasions, it appreciates 
sufficiently to prov oke an efflux of gold from London, 
sovereigns are usually taken in preference to bars, as 
they are legal tender at their par value in Canada. 

Several Continental countries, such as Belgium, 
Austria, Hungary, and Poland, have bought gold 
in the London market without any regard to its price. 
Some of them have also taken some gold from the 
bank, but these were special transactions, independent 
of the exchange situation. Sovereigns are shipped 
in small amounts to various parts of the world, 
where they are used as circulating medium. In some 
countries the public buys them at a premium in relation 
to their metallic value, so that their shipment is profitable 
even if the exchange is within its gold points. The 
export of sovereigns to Spain deserves special attention, 
as it occasionally assumed particularly great importance. 
In Spain, importers have the option of paying their 
duties either in gold or in paper pesetas, in which latter 
case a surtax has to be added to the gold amount of the 
duties. The surtax is adjusted to the exchange value of 
the peseta every ten days. If, between two changes, the 
exchange moves in favour of Spain, it becomes worth 
while to pay the customs duties in sovereigns bought in 
London, in preference to paying the surtax. While 
the peseta was rapidly appreciating there was almost 
constantly an advantage in paying in sovereigns, and a 
considerable amount was taken from the Bank of England 
in August 1926, and on several occasions in 1927. 
This movement may not be considered as altogether 
natural, as the policy of the Government, in fixing the 
surtax, played an important part in stimulating or check- 
ing the shipments, according to whether the import of 
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gold was considered desirable. It is an example to prove 
that there is no rigid line of discrimination between 
exchange transactions and special transactions. 

Since the return to a gold basis, the proportion of 
special transactions to the total gold movements has been 
much larger than before 1914. To quote only a few 
examples: in 1925 the Netherlands Bank was anxious to 
convert part of its excessive gold holding into earning 
assets and sold a large amount to the Bank of England, 
though the guilder was well within its gold points. In 
the same year the Soviet Government sold a large amount 
of gold to the Bank of England to meet the deficit of 
the Soviet Union’s foreign trade. Early this year the 
Danish National Bank sold some gold to the Bank of 
England, in order to increase its foreign exchange reserve. 
In May, the Bank of France bought large amounts of 
gold, it is stated, with the object of provoking a rise in the 
money rates in London, in order to check bull speculation 
in the franc. The Reic hsbank sold £500,000 of its London 
deposit, in order to replenish its foreign exchange supply. 
The Bank of England bought large amounts of gold in the 
market on behalf of the Indian Gold Standard Reserve and 
various central banks, irrespective of the exchangesituation. 

it appears on the surface that there is a tendency to 
replace exchange transactions by special transactions. 
There is reason, however, to believe that this is a 
temporary state of affairs. The unnatural changes in the 
international distribution of gold, caused by the war, 
have to be readjusted to a certain extent. Many of the 
interested governments and central banks have no 
patience to wait until the readjustment takes place by 
means of the normal flow of gold, and prefer to accelerate 
the movements by means of artificial intervention. Once 
the period of transition is over, and gold is once more 
normally distributed among the gold-using countries— 
though in a different proportion than before the war— 
exchange transactions will once more become the rule 
and special transactions will become the exception. 

There is, on the other hand, another tendency whose 
effect on international gold movements is likely to be of 
a permanent nature. It is the tendency towards the 
contraction of the margin between gold import points 
and gold export points. The progress of aviation since 
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the war is largely responsible for this tendency, which will 
become accentuated as a result of further improvements 
of the air transport. At present, the transport of gold 
from London to New York and India, or from South 
Africa to London, may appear a fantastic dream; but 
then, even ten years ago, regular gold transport between 
London and the Continent would have been regarded as 
equally unattainable, if it had occurred to anyone at all 
to put forward such a bold suggestion. If gold could be 
transported by air to and from New York, the margin 
between the gold import point and export point of the 
dollar would become reduced to about half of the pre-war 
margin. As a result, comparatively insignificant ten- 
dencies affecting the exchang zes would result in an influx 
or an efflux of gold, which would cause economically 
unnecessary expenditure, and would be detrimental to 
the stability of the money market. 

The former of these disadvantages can be easily 
remedied. To avoid the unnecessary shifting of gold, 
several central banks have already made arrangements 
to keep gold reserves abroad, from which they make 
payments and to which they accept payments. One of the 
arrangements of this kind is the one between the Nether- 
lands Bank and the Java Bank, which has been mentioned 
above. The Central Bank of Chile keeps a gold deposit 
in New York (and will keep one in London when circum- 
stances make it desirable), from which it makes payments 
at the mint price of gold plus shipping cost, and to which 
it accepts payments at the mint price of gold minus 
shipping cost. A similar arrangement is likely to be 
established by the Brazilian Stabilization Office. While, 
before the war, it was mainly financially inferior countries 
which kept gold deposits abroad, it is gradually becoming 
the general practice. 

It is much more difficult to find a solution to avert the 
adverse effect of the contraction of the margin between 
gold points from the point of view of the stability of the 
money market. Although the range of the fluctuation 
of exchanges will thus become even more narrow than 
before the war, there will be, on the other hand, wider 
fluctuations in the rates of interest. It will probably be 
necessary to arrive at an international understanding to 
maintain artificially the margin between gold points. 
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International Banking Affairs 


GERMANY 
URING the past month several small private 
D banks suspended payment. The Hamburg 
banking firm, Ernst Friedmann & Co., which 
was reconstructed two years ago, has again suspended 
payment. As its activities have been restricted since 
its previous suspension, the amount of its liabilities is 
not believed to be great. Bankruptcy proceedings have 
been initiated against another Hamburg firm—Hans 
Tietgen. The firm has a branch in Berlin. The lia- 
bilities of the Erfurt banking firm, Lippold & Schwimmer, 
which suspended payment some time ago, are estimated 
at 750,000 reichsmarks, against which there are assets 
of 70,000 reichsmarks only. Both partners have been 
arrested on a charge of violating the law concerning 
banking deposits. 

A few small banks have decided to increase their 
capital. The Bayerische Handelsbank, Munich, will 
increase its capital from 1,750,000 reichsmarks to 7,000,000 
reichsmarks. The new shares will be taken over by the 
Bayerische Vereinsbank. The object of the increase is 
to enable the bank to increase its mortgage bond issue, 
which is limited by law to a multiple of the share capital. 
The Koelner Handelsbank, Cologne, has decided to 
increase its share capital from 300,000 reichsmarks to 
600,000 reichsmarks. The new shares will be issued 
at IIo per cent. 

Among the banks which published recently their 
accounts for the past business year, the Oberrheinische 
Bankanstalt, Konstanz, produced net profits of 183,404 
reichsmarks for the business year 1926-27, against 
262,135 reichsmarks for the previous year. The dividend 
has been reduced from 5 per cent. to 4 per cent. The 
net profits of the Banco Brasileiro Alemao have also 
declined from 2,646,844 milreis to 1,319,412 milreis, 
and the dividend has been reduced from 8 per cent. to 
4 per cent. 

ITALY 

The amalgamation movement among small banks 
continues to gain strength. The Ministry of National 
UU 
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Economy has recommended the amalgamation of twenty- 
eight small rural banks in the province of Piedmont, 
and it is probable that similar amalgamation schemes 
will be initiated in other provinces. 

The Edilizia Romana Anonima Rome, which has a 
share capital of 10,000,000 lire, will absorb the Banca di 
Depositi e Sconti. The capital of the latter bank is 
3,000,000 lire. The Banca del Monferrata will increase 
its capital from 2,000,000 lire to 4,000,000 lire in order 
to absorb the Banca de Mattei & Co. 

The assets of the Banco di Credito Biellese, which has 
suspended payment, amount to 140,000,000 lire, while 
its liabilities exceed 216,000,000 lire. The failure of the 
well-known Rome broker firm, Jacchia, has created a 
profound sensation. Its deficit is said to exceed 3,800,000 
lire, and about sixty banks and brokers are involved in 
the failure. 

The net profits of the Banco di Roma for the first 
three quarters of the year amounted to 10,160,000 lire, 
against 18,675,000 lire for the whole of 1926. 


BELGIUM 


The profits of the Banque Belge pour |’Etranger for 
1926-27 amounted to 20,845,100 f., against 18,990,208 f. 
for 1925-26. The dividend has been maintained at 
10 per cent. on the increased capital. The balance sheet 
shows an increase of the Banque’s holding of Government 
stock and guaranteed stock from 34,000,000 f. to 
121,000,000 f. The reserves have increased from 
32,000,000 f. to 90,000,000 f. The profits of the Italo- 
Belgian Bank for the business year 1926-27 amounted 
to 18,000,000 f., against IT, 000,000 f. for 1925- 20. The 
dividend will be maintained at its previous year’s figure. 
The Crédit National Industriel, Brussels, increased its 
net profit from 1,363,000f. for 1925-26 to about 
1,400,000 f. for 1926-27. The nies is expected to 
remain unchanged. 

The Belgian Colonial Council is examining the new 
charter of the Banque du Congo Belge. An important 
development in Belgian Colonial banking is the impending 
absorption of the Compagnie de l’Hevea by the Banque 
des Colonies, Brussels. Its capital will be increased for 
that purpose to 35,000,000 f. and subsequently it will 
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be raised to 75,000,000 f. The rumours concerning the 
absorption of the Banque d’Outremer by the Société 
Générale de Belgique continue to circulate widely, and 
though no official information is available it is believed 
that Monsieur Fabri, founder and head of the Banque 
d’Outremer is opposed to the transaction. 

The Crédit Général Liégeois has decided to liquidate 
its Aachen branch, which was established to promote 
commercial intercourse between Belgium and Germany. 

Belgian newspapers are severely criticizing many 
recent banking promotions upon the grounds that many 
of the newly created banks are mere mushroom institutions 
and are detrimental to the reputation and strength of 
the Belgian banking system. 


HOLLAND 


The Dutch Second Chamber has ratified an agreement 
concluded in June 1925 between the Government and 
the Netherlands Bank, authorizing the bank to guarantee 
a credit of 40,000,000 guilder to the Rotterdamsche 
Bankvereeniging. This credit was granted to extricate 
the Rotterdamsche Bankvereeniging from the difficulties 
by which it was confronted in 1925. The guarantee now 
only amounts to 25,000,000 guilder, and is entirely 
covered by the Rotte «rdamsche ‘Bankv ereeniging’s ““ Re- 
demption Certificates.” As the bank has now completely 
recovered the ratification was a mere legal formality. 

In our November issue we announced the establish- 
ment of anew Dutch bank. The new bank will be named 
the Dutch Oriental Bank, and it will have a capital of 
1,500,000 guilder. Its principal object is to finance 
Dutch exports to the Balkans and arrangements have 
been made to open forthwith a special branch in Sofia. 

The name of the new mortgage bank established in 
Amsterdam, with a capital of 10,000,000 guilder, is Trans- 
atlantisch Grondcrediet (Credit Foncier Transatlantique). 

Another new bank has been established under the 
name of Nederlandsche Commerciale Discontobank, at 
Croningen, with a subscribed capital of 500,000 guilder. 
As a result of the amalgamation of a number of local 
banks, the Nederlandsche Middenstandsbank has been 
created, with head offices in Amsterdam and with ninety 
branches. Its paid-up capital amounts to 1,250,000 
UU2 
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guilder, while its opening balance-sheet total is 23,000,000 
guilder. It has obtained a Government guarantee to 
the amount of 9,000,000 guilder. The main object of 
the bank is to provide financial facilities for the Dutch 
middle classes. 

AUSTRIA 

The negotiations for the establishment of the Austrian 
Gironzentrale on lines similar to those of the Deutsche 
Gironzentrale in Berlin have reached a very advanced 
stage. The name of the Austrian Institution will be 
(Esterreichische Sparkassa-und Giroverband, and _ its 
initial capital will be 5,000,000 schillings. It is possible 
that the German Gironzentrale will subscribe 1,000,000 
schillings of the share capital. 

The Austrian Finance Minister has introduced a Bill 
for the partial refunding of the losses incurred by the 
Post Office Savings Bank through speculation. The 
amount of these losses is 125,700,000 schillings, of which 
the Government will refund 53,300,000 schillings. 

The banking firm J. M. Miller, and the metal firm 
Jakob Neurath, have arrived at definite agreements with 
their British and other creditors. The attempts to re- 
construct the Burgenlaendische Zentralbank have failed. 
The shareholders at their recent meeting decided to 
liquidate the bank. Its creditors are offered 35 per cent. 
payable within one year. 

Up to now the Steiermaerkische Escomptebank, 
Graz, was under the joint control of the Lower Austrian 
Discount Co. and the Austrian Credit Institute. The 
former has now acquired the latter’s share-holding of 
the bank. 

The Austrian National Bank has published, for the 
first time, the half-yearly balance sheets of the leading 
joint-stock banks. The table following shows the 
principal balance-sheet items (in millions of schillings). 


ASSETS. 

Dis- Securi- Partici- _——— 
counts ties pations 
Bankverein .. 89 85°6 81 3r'5 3288 
Bodenkreditanstalt 12°5 106°9 559 33'5 608-9 
Creditanstalt . 29 104°5 43'5 32°3 799°2 
Eskomptegesellschaft 15:0 36°3 6°9 40°5 292°0 
Landerbank sa. ee 67°5 17°2 18°0 150°7 
Mercurbank is ° 28 98 2°2 97 955 


Cash 
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LIABILITIES. 
Capital 
and Creditors Deposits 
Reserves 


Bankverein " “a oe as = 346°0 54°7 

Bodenkreditanstalt ai ‘ti . 87e 6812 58°7 

Creditanstalt i di in .. 898 7724 145°3 

Eskomptegesellschaft .. -. G80 308°3 248 

Landerbank oa ica ea iia. - SS 238°0 47°8 

Mercurbank ‘ia i - i wea 94°6 15°6 
HUNGARY 


A shareholders’ meeting of the British-Hungarian 
Bank has approved the board’s proposal that its share 
capital be increased from 12,000,000 pengo to 18,000,000 
pengo ; 120,000 new shares of fifty pengo nominal will be 
issued and will be taken over at the price of eighty-six 
pengo per share by Messrs. Herbert Wagg & Co., Limited. 
Mr. Dudley Ward, a director of the British Overseas 
Bank, and Mr. William Dean, manager of the same bank, 
have been elected directors of the British-Hungarian 
Bank. It will be remembered that after the war the 
Marconi Company acquired a considerable interest in 
the bank, which it afterwards sold. The British-Hun- 
garian Bank is one of the leading Hungarian banks, and 
should greatly benefit by its new British connections. 

There are other capital increases under consideration. 
Several leading Hungarian bankers came recently to 
London to make arrangements for placing part of the 
new share issue in this market. Mr. Philip Weisz, presi- 
dent of the Hungarian Commercial Bank of Pesth, came 
here to negotiate with Messrs. J. Henry Schroeder & 
Co. to take over part of the bank’s coming share issue. 
The Hungarian General Credit Bank will also place part 
of its new share capital in London. Neither of these 
issues are expected to be made before the beginning of 
next year, as the Hungarian capital market is not con- 
sidered at present sufficiently favourable for absorbing 
the domestic portion of the issue. 

The net profits of the “ Hermes’’ Hungarian General 
Exchange Office for the business year 1926-27 amounted 
to 507,000 pengo. The dividend has been maintained at 
2°40 pengo per share. 

The Budapest banking firm, Béla Vas, has fallen into 
difficulties owing to its excessive commitments on the 
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Bourse. Its two partners, Mr. Vas and Mr. Guth, have 
committed suicide. 

The Hungarian industrial firm, Baron Schossberger, 
which was plunged into grave difficulties a few years ago, 
owing to losses incurred by its banking department, has 
paid its creditors in full and is now prosecuting the former 
manager of the banking department for certain trans- 
actions which involved losses of 16,000,000 pengo. A 
few weeks ago it was reported that the Savings Bank of 
the County Heves had failed to meet its obligations. 
According to recent reports the Pester Erste Vater- 
laendische Sparkasse (Central Corporation of Banking 
Companies) and the local authorities have agreed upon 
a scheme of reconstruction. The bank’s share capital will 
be reduced from 240,000 pengo to 24,000 pengo. 


CZECHOSLOVAKIA 

Two years ago the Novohradska Zupna Ludova Banka, 
Lucenec, closed its doors. Attempts to reconstruct it 
by the aid of the Tatra Banka failed. Recently, however, 
the Donaubank A.G. acquired a substantial part of its 
share capital, and the creditors were offered a settlement 
of 40 per cent., which has now been accepted. The bank 
is expected to re-open shortly. The official Gazette of 
Prague published an announcement asking the creditors 
of the Banque Bohemia, in liquidation, to declare their 
claims within three months. The liquidators submitted 
an offer of settlement to the creditors, and the association 
of depositors has recommended its members to accept 
the terms. 

As a result of the recent changes in the shareholdings 
of the Anglo-Czechoslovakian Bank, the following new 
directors have been co-opted by the board: Messrs. 
Franz Petschek, H. Rosenthal, Loewenstein (Skoda 
Works), Daubeck and Zatloukal (representing Prince 
Liechtenstein). 


RUMANIA 


The Braila Tribunal of Commerce has declared the 
Banca Eleno-Romano bankrupt. Two of the directors 
have been arrested. The bank was established recently, 
and had three branches. Its capital amounted to 
50,000,000 lei. According to its balance sheet for 1925, 
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the deposits amounted to 92,000,000 lei. The Union 
Bank, Arad, having also got into difficulties, the local 
banks and the Arad branches of Bucharest banks have 
agreed to co-operate in the reconstruction of the bank. 
The depositors and other creditors of the bank are asked 
to grant a two months’ moratorium. 


SPAIN 


The net profits of the Banco Espanol de Credito for 
1926-27 amounted to 7,400,000 pesetas, against 6,960,000 
pesetas for 1925-26, and will pay a dividend of 1o per 
cent. Its current accounts amounted to 562,400,000 
pesetas on June 30, 1927. The gross profits of the Banco 
del Comercio, Bilbao, for the year 1926 amounted to 
1,462,000 pesetas, against 1,447,000 pesetas for 1925. 
The dividend has been maintained at Io per cent. 


SWITZERLAND 


Another important Swiss bank, A. G. Leu & Co., 
Zurich, has decided to increase its capital from 40,000,000 
fcs. to 50,000,000 fcs. The directors are proposing a 
rearrangement of its various share categories. 

The board of the Banque de Montreux has decided 
to reduce its share capital from 6,000,000 fcs. to 4,200,000 
fcs. in order to cover post-war losses and make it possible 
to resume payment of dividends. In 1925 the reserves 
were reduced by 2,500,000 fcs. to cover losses, and in 1926 
the net profit of 287,000 fcs. was employed to write off 
bad debts. 

POLAND 

As a result of the improved financial conditions, a 
number of banks are increasing their capital. The most 
important increase is that of the Bank Polski, from 
100,000,000 zloty to 150,000,000 zloty. The issue price 
of the new shares will be 150 per cent. The State Land 
Bank’s capital will be raised from 25,000,000 zloty to 
75,000,000 zloty. On January I, 1927, the amount of its 
8 per cent. Mortgage Bonds was 4,514,000 zloty. The 
Bank Cukrownictwa, Poznan, will increase its capital 
from 4,800,000 zloty to 6,000,000 zloty. Among the 
other capital increases which have been carried out or 
have been decided upon are those of the Mortgage Bank 
of Lemberg (to 5,000,000 zloty), the Powszechny Bank, 
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Depozytowy (to 2,000,000 zloty), the Bank Handlu 
Zagranincznego (to 1,500,000 zloty), and the Wilenski 
Bank, Prywatny (to 1,000,000 zloty). The Polski Bank, 
Przemyslowy, Poznan, has decided to write down its 
capital from 5,000,000 zloty to 750,000 zloty, and then 
to raise it to 1,500,000 zloty. The Naphtabank, Lemberg, 
will increase its capital to 1,000,000 zloty. Its net 
profits for 1926 amounted to 10,298 zloty, on a capital of 
375,000 zloty. 

During the twelve months ended June 30, 1927, the 
number of Polish banks declined from eighty-two to 
sixty-nine. On that date there were seventeen banks 
whose capital exceeded 2,500,000 zloty, and eleven banks 
with a capital of between 1,000,000 and 2 2,500,000 zloty. 
The amount of fixed deposits increased from 78,188,000 
zloty to 137,354,000 zloty, while sight deposits advanced 
from 88,773,000 zloty to 200,564,000 zloty, and current 
account balances rose from 185,886,000 zloty to 230,334,000 
zloty. Discounts increased from 239,269,000 zloty to 
408,771,000 zloty. 

There are eleven foreign bank branches in Poland, 
of which eight are German and three French. The 
German branches belong to the five leading German 
banks, and are situated in Poznan and in Polish Upper 
Silesia. The three French branches belong to the Banque 
Franco-Polonaise, with head offices in Paris. During the 
twelve months ended July 31, 1927, the credits granted 
by these branches increased from 53,300,000 zloty to 
95,700,000 zloty. Discounts increased from 4,400,000 
zloty to 27,900,000 zloty. Sight deposits advanced from 
7,300,000 zloty to 19,200,000 zloty, time deposits from 
5,200,000 zloty to 9,200,000 zloty, and current account 
balances from 29,300,000 zloty to 33,100,000 zloty. 

The establishment of a Polish export bank, with a 
capital of 100,000,000 zloty, is under consideration. 
Various Polish industrial and commercial associations, 
and the Government-controlled banks would participate 
in the new bank, which would specialize in financing 
exports to the East. 

The attempt to amalgamate the Bank Handlowy of 
Warsaw with the Banque Industrielle de Polognehave 
has failed, as the French financial group which controls 
the latter institution is unwilling to agree to the terms. 
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DANZIG 


The Bank of Danzig has resumed the rediscounting 
of bills issued in zloty denomination. It ceased to admit 
them for rediscount in 1925, when the zloty collapsed, 
but now that the zloty is legally stabilized the restriction 
has been removed. 

According to official statistics, banking in the Free 
City during 1926 was more prosperous than in the pre- 
vious year. The total net profits were higher than in 
1925, although gross profits were lower. Bank dividends 
for 1926 varied between 5 and Io per cent., as against 
5 and 8 per cent. in 1925. The eight local banks, viz., 
the Privat-Aktien-Bank, Bank fur Handel und Gewerbe, 
Landwirtschaftliche Bank, Handels-und Industriebank, 
Landwirtschaftsbank, Commerz- und Depositenbank, 
Danziger Bank, and Danziger Allgemeine Verkehrsbank, 
show a decline of deposits, while the total deposits held 
by banks operating in Danzig (including German and 
other foreign branches) show an increase from 75,500,000 
gulden to 95,500,000 gulden. 


ESTONIA 


Representatives of several American banks, such as 
the American Exchange Irving Trust Company of New 
York, and Messrs Blair & Co., visited Tallin recently to 
negotiate credit transactions. Negotiations are in pro- 
gress for the issue of a municipal loan of £750,000. The 
Estonian Land Bank, which opened in 1926 with a capital 
of 100,000,000 Estonian marks, has now issued mortgage 
bonds amounting to 106,000,000 marks. It intends to 
raise its capital to 200,000,000 marks from accumulated 
profits. 


LATVIA 


The Government has been carrying on loan negotia- 
tions with representatives of the Guaranty Trust Com- 
pany. But that bank insisted upon the settlement of the 
City of Riga’s pre-war debts and upon League of Nations 
control. The Government was willing to settle the debt 
simultaneously with the conclusion of the loan, but was 
not prepared to accept League control. Negotiations 
have, therefore, broken down. 





618 THE BANKER 


Several Latvian banks and other economic organiza- 
tions have prepared a scheme to establish a private 
mortgage bank. Though there is a Government mortgage 
bank in Latvia, the promoters of the new institution 
believe that there is room for a bank which will operate 
with foreign capital and will issue mortgage bonds in 
terms of foreign currencies. 

FINLAND 

The directors of the Unionbanken and of the Soedra 
Finlandsbank have decided to recommend an amal- 
gamation as from January I, 1928. The share capital 
after the fusion will be 205,000,000 Finnish marks. Total 
deposits will be over 600,000,000 Finnish marks. Since 
November 1926 the Unionbanken holds a controlling 
interest in the Soedra Finlandsbank. The report of the 
Bank Committee of the Diet states that the gold standard 
has worked satisfactorily in Finland, and it praises the 
Bank of Finland for its domestic and foreign policy. 
Although that bank’s foreign exchange holding was not 


larger than in the previous year, it yielded a higher 
income, owing to investment on better terms. Its income 
from commission on foreign business was also higher. 


SOVIET RussIA 
The total net profits of the nine principal banks during 
the last two business years are compared by the following 


figures : 


1925-26 1924-25 

Roubles Roubles 

State Bank .. wi hi ais ats QI,200,000 72,100,000 
Industrial Bank .. <s ts oes II,300,000 8,600,000 
Bank for Foreign Trade .. ‘ia “4 6,400,000 5,000,000 
Co-operative Bank .. = mm ms 1,900,000 I,100,000 
Moscow Town Bank ies ar a 5,500,000 3,800,000 
Far Eastern Bank .. ae ia ie I, 300,000 g00,000 
Central Agricultural Bank Si aa 4,500,000 2,900,000 


Central Municipal Bank .. se ote 4,300,000 I,300,000 
Electro-Bank By PS ng " 1,600,000 1,200,000 


Total ii es .. 128,000,000 96,900,000 


MEXICO 
The combined balance sheets of banks operating in 
Mexico—exclusive of mortgage banks, of the Bank of 
Mexico, and of the old issuing banks——-for April 30, 1927, 
shows capital of 13,425,162 pesos, and reserves of 6,404,269 
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pesos. Sight deposits amounted to 66,565,545 pesos, 
and loans and discounts to 31,225,697 pesos. The total 
capital of the Bank of Mexico and the old banks of issue 
was 147,525,000 pesos, and their metallic reserve was 
26,406,044 pesos. 

ARGENTINA 

The net profits of the Banco el Hogar Argentino, 
Buenos Aires, for the past business year, were 4,636,824 
pesos. The dividend has been maintained at 8 per cent. 
The Banque Francaise du Rio de la Plata earned net 
profits of 1,187,162 pesos for the business year 1926-27, 
after deducting 137,472 pesos for redemption. 

The committee appointed by the Law Courts to 
examine the situation of the Banco Commercial del Azul 
has submitted its report, which is very unfavourable, and 
severely criticizes the management of the bank. It 
states that a small number of favoured customers have 
received excessive amounts of loans without due cover. 
Several of these debtors are hopelessly bankrupt. It is 
feared that, apart from the total share capital and 
reserves, part of the deposits is also lost. 

TURKEY 

Through the Government’s support the Turkish 
national banks are making progress. The net profits of 
the Banque Turque pour le Commerce et |’Industrie in 
1926 amounted to £T. 61,850 after deducting {T. 19,187 
for sundry provisions, and £T. 17,493 for sinking fund. 
The net profit for the year 1925 amounted to £{T. 30,578 
only. Several Turkish banks have succeeded in securing 
considerable credits from abroad, and this was the main 
reason for the,appreciation of the Turkish pound early 
in October. 

JUGOSLAVIA 

The Landeskreditbank of Belgrade has been declared 
bankrupt. Its assets are estimated at 19,000,000 dinars, 
and its liabilities at 26,000,000 dinars. It is reported 
from Belgrade that a German financial group, including 
several leading banks, is negotiating with Jugoslav 
interests with a view to establishing an affiliated bank 
in Belgrade. It is stated that Stoyadinovich, who was 
manager of the Jugoslav branch of the British Trade 
Corporation previous to his appointment as Finance 
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Minister, will be appointed manager of the new bank. 
It is also reported that the Vienna Bankverein is 
negotiating with Jugoslav financial interests for the 
transformation of its Jugoslav branches into an affiliated 
bank. Belgian and Swiss banking interests would 
participate equally in the new bank. 


LITHUANIA 


The Zemes Bankas (land bank) of Kaunas has 
obtained considerable credit from the Guaranty Trust 
Company of New York. 

It is hoped that the settlement of the Lithuanian war 
debt to Great Britain, amounting to about £300,000, 
will result in an influx of foreign capitai. 


CHINA 

Preparations are being made to establish a Chinese 
National Bank in Peking, under the auspices of the Peking 
Government. A special department has been established 
in the Finance Ministry to carry out the preliminary work. 

A banking group has been formed in Fengtien Pro- 
vince, including the Fengtien Official Bank, the Bank of 
China, and the Bank of Communications, with the object 
of withdrawing the “fengpiao”’ notes from circulation, 
at the rate of 9% fengpiao to the silver dollar, and 
$10,000,000 has been raised for the purpose. The share- 
holders’ meeting of the Manchuria Bank has approved 
the directors’ report, which showed a net profit of 
44,503 yen for the term. This amount, together with the 
balance brought forward from the previous term, was 
carried forward. 

Several new national banks are being organized in 
China. A number of Chinese merchants are establishing 
a bank in Tientsin under the name of Chung Hsing Yen 
Bank, with a capital of $5,000,000. It will have branches 
at Peking, Dairen, Hankow, Shanghai, Tsingtao, and 
other ports. Another new bank has been established at 
Ifang, North Manchuria, under the name of Tung Pei 
Bank, witha capital of $5,000,000. Permission has been 
granted for the establishment of a bank at Mukden, under 
the name of Chung Tung Bank, with a capital of $1,000,000. 

The Yuan Li Heng Bank, Tientsin, has closed its 
doors on account of heavy losses, due to speculation. 
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Insurance 


Two Interesting Addresses 


N our November issue we commented upon the 
| presidential address of Mr. Charles Hendry, before the 

Insurance Institute of London. That, by general 
recognition, was a paper thoroughly worthy of the 
occasion. Nothing more than the briefest mention could, 
however, be accorded to the opening address, by Sir 
Joseph Burn, the president, before the Institute of 
Actuaries. The president would not have attempted 
brilliance in his paper, but it was justified as a workman- 
like review of the discussions at the International Con- 
gress of Actuaries held in the summer. It was a paper 
that was needed, for while the proceedings of that Con- 
gress are recorded in detail in large volumes, the summary 
reviewed the outstanding features of the papers submitted, 
most of which were of a practical character. 

To Sir Joseph Burn, as general manager of the Pruden- 
tial Assurance Company, it will have been an especial 
gratification to refer to the vast and almost world-wide 
expansion of industrial assurance, with a steady develop- 
ment for the better in its nature. The most striking 
improvements appear to have taken place, the president 
declared, in the last decade, and the time is now definitely 
passed when industrial business could be regarded as the 
Cinderella of the insurance family. 

Social insurance, in which the State participates in 
some way or other, covers various activities, such as 
workmen’s compensation, pensions, and unemployment 
insurance. In the adoption of these beneficent plans 
Great Britain has been in the forefront, although there 
are those who maintain that the cost of some of the 
schemes casts an unduly heavy burden on industry in 
its still convalescent state. The schemes are a tribute 
to the function of insurance in spreading the risk, and 
their development has taken place, together with a 
steadily increasing demand for insurance by individuals 
who can afford to pay fully for the protection they need. 
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Undoubtedly appreciation of the utility of insurance 
has been an outstanding feature of industrial life during 
the last quarter of a century. This is an age of insurance, 
when full protection against all sorts of financial contin- 
gencies is sought. The war was a disturbing factor, 
although it demonstrated the value of insurance in 
certain remarkably effective ways, and the application 
of insurance is now always extending. 

One of the chief developments during the last few 
years in life assurance in the United States, where among 
all countries the recognition of life assurance is highest, 
has been the combination of disability benefits with 
ordinary life assurance. There was ample justification 
in the papers at the Congress for the declaration of Sir 
Joseph Burn that the combination of benefits has attained 
a widespread popularity in the United States and Canada, 
and that an exceedingly large proportion of the policies 
now issued rest on that basis. This state of affairs is, 
he proceeded, due more to pressure on the part of the 
agency staffs than to any desire of the companies con- 
cerned, and the experience of the latter has in some cases 
been distinctly unfavourable. The lot of the actuary in 
such circumstances is not altogether enviable, and until 
further data are available the “educated guess ”’ is all 
that he is able to attain. 

In the past there has been an hiatus between the 
permanent life assurance contract and the annual accident 
policy. Yet it is clear that if large numbers of persons 
are to be encouraged to assure themselves for the 
maximum amount they can afford, that amount will be 
dependent on the maintenance of good health and ability 
to preserve, or increase, their earning power. From this 
assumption it is a short step to the provision that should 
their earning power decline through ill-health their 
assurances will be maintained in force. Doubtless 
difficulties may be held to stand in the way of assessing 
the exact cost of this benefit, but it would be strange were 
actuaries to declare that this problem is beyond their 
power to solve. Indeed, there are offices in this country, 
including two or three institutions with English head- 
quarters, and a number of Canadian institutions, ga 
are prepared to do business on such terms, and if, a 
seems established, there is need for combined assurances 




































Correspondent Banks 


NEARLY a century’s accumulated ex- 
perience and conservative progress have 
qualified the Westminster Bank to offer 
its characteristic services as a London 
correspondent to foreign and colonial 
business establishments. It functions 
through a system of over 900 of its own 
branches in England and representation 
in every banking town in the world, 
and is amply equipped (as are the Paris 
and Brussels offices of the Westminster 
Foreign Bank) for specialised service in 
credits, collections, exchange, and all the 
ramifications of modern banking. Banks 
or merchant houses wishing to establish 
a London connection are invited to 
communicate with the 
Manager 


WESTMINSTER BANK 
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Head Office: 41 Lothbury, London, E.C.2 
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of this type, other offices which wish to progress would 
find it extremely difficult to stand aside. 

From the cessation of premiums to the payment by the 
companies of benefits to the assured during disablement 
is another step forward. Some offices have already taken 
it. Again, it is not to be believed that if there is shown to 
be a demand on the part of the public for this kind of 
protection, the offices will hesitate to meet it. In fact, 
it is a question whether it is part of their functions not 
merely to meet a demand that already exists, but also 
to create a demand. Little expansion would take place 
in commerce if those who supply goods or services were 
always to wait until a keen demand existed for them. 
Many most successful enterprises have been established, 
as is well known, by inducing the public to believe that 
these goods and services were wanted, and some of these 
enterprises have been built on slender foundations com- 
pared with the absolutely sound and insistent need for 
insurance. 

Arising out of the Actuarial Congress was a most 
interesting paper read on November 28 by Mr. H. G. 
Raynes, secretary of the Legal and General Assurance 
Society, also before the Institute of Actuaries, on the place 
of ordinary stocks and shares, as distinct from fixed 
interest-bearing securities, in the investment of life 
assurance funds. This paper has an indirect interest 
for the assured in life offices, since, in the case of 
policies participating in profits, the results are largely 
dependent on the investment of the funds. The paper 
also has a very considerable interest for individuals 
as investors. At the present time only about 4°3 per 
cent. of the funds of British life offices is invested 
in ordinary stocks and shares, while the practice is 
resorted to much more in Canada than in this 
country. Mr. Raynes explained that his paper, which 
was a valuable contribution to the discussions of the 
Institute, was partly inspired by the remarks of Mr. 
T. B. Macaulay, the president of the Sun Life Assurance 
Company of Canada, in discussion at the recent Congress 
and in conversation afterwards with him. Mr. Macaulay 
then strongly advocated the investment of a proportion 
of funds in common stocks as a measure of combating 
the trouble of currency depreciation, 





STANDARD LIFE ASSURANCE COMPANY 


recently inaugurated its famous “ Security System” of 
Life Assurance. The rates for Non-profit policies are 
very low indeed as may be seen from the following table :— 


RATES PER £100 ASSURED: 
Whole Life by Endowment 
Whole Life 20 Limited Premiums Assurance at 60 
£1 11 4 G2 5 @3 £2 2 1 
2 1 10 2 16 6 3 4 10 
219 7 $3 i il 5 19 8 


THE STANDARD is now able to announce further concessions under its ‘ Security 
System ”’ :— 

(1) For Policies of £1,000 a reduction of 2s. per cent. will be allowed from the tabular rates. 

(2) For Policies of larger amounts a reduction of 2s. per cent. will be allowed as above in 

respect of the first £1,000 and 3s. per cent. in respect of the excess. 

If maximum life protection is not immediately required, however, the With-profit scheme 
is even more attractive ; for the Standard’s present bonus is 42s. per cent., Annual and 
Compound, and the supreme financial strength of the Company gives every indication 
that this high rate will be maintained. 
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ANNUITIES 


The Canada Life Assurance Co. specializes in Life Annuities and 
offers the very best value and service to its clients. Its rates 
are exceptionally attractive and the contracts are protected by 


ASSETS OVER £26,000,000 
Invested in absolutely first-class securities under direct Government 
supervision. 
The Company is one of the strongest in the British Empire, with 
undivided Surplus of 
£1,773,635 


Full particulars can be obtained from 
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ASSURANCE COMPANY 
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2 ST. JAMES’S SQUARE, LONDON, S.W.1 
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Strong-Rooms and Safes 


Progress During 1927 
By W. J. Hembrow 

1 is » the past eleven months steady progress 
has been made in methods of manufacturing 
strong-rooms and safes. It must be remembered 
that the general conditions of this trade are obviously 
different from those of the great key industry, where 
enormous markets exist for goods of all sorts and 
conditions. For instance, there are probably many thou- 
sands of persons who buy cars to every one who buys a 
strong-room or safe. The remarkably consistent progress 
in the construction of strong-rooms and safes is not due, 
as in the motor industry, to vast organizations and 
unlimited funds for research; it is really due to the fact 
that most of the safe-making businesses have been built up 
through a long succession of years and have, therefore, 
trained craftsmen of remarkable ability who are intensely 
interested in their work. They, therefore, deserve well 
of English and Scottish banks. In the article on safes 
and strong-rooms which appeared in this Journal in 
December 1926, we referred to the remarkable develop- 
ment in security work which had occurred in the 
twentieth century. We then stated that the oxy-acetylene 
blowpipe remained the most powerful weapon possessed 
by cracksmen, and it is no exaggeration to say that as 

every year passes the power of this weapon diminishes. 
The last year witnessed the almost universal adoption 
of the methods of reinforcement described in our last 
year’s survey. We do not, indeed, wish to maintain 
that that article had any considerable effect upon the 
methods of production or the purchases of the banks. 
But in so far as it showed that old methods of manufac- 
turing dependent on massive steel rails, girders, or plain 
rods were futile in comparison with the high resistance 
obtainable by distributing a given weight of steel con- 
taining as many stout ends and edges of steel as possible 
over a given area of concrete, instead of one member 
which could be cleaned and dealt with as a unit with a 
blowpipe, the article served a useful purpose. These 
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methods of reinforcements have been adopted by prac- 
tically every manufacturer. Eminent bankers’ engineers, 
such as Messrs. Chatwood, Chubb, John Tann, Milner, 
Lips, Ratner, and Hobbs Hart are working ceaselessly to 
obtain the highest efficiency in the distribution of steel in 
concrete. There are, of course, a number of other methods 
of construction, such as Messrs. Chatwood’s well-known 
spiral reinforcements, but space does not permit of their 
description here, though we should like to mention the 
excellent work of Messrs. Fortis. ‘ 

During the past year the arguments in favour of what 
may be called, for want of a better name, the “Com- 
posite Door,” have been accepted by many banks. We 
referred last year to the fact that some makers of 
doors divided themselves into two opposite groups in 
their methods of construction. One group consists of 
the “All Metal’’ makers, specializing in the production 
of doors whose power of resistance exists in arranging 
different layers of metals; whereas the other group hold 
that the only way to defeat the cracksman is to produce 
“Composite Doors’’ made of specially hardened rein- 
forced concrete, as well as mild steel, drill- and hammer- 
proof steel, cast iron, copper, and various alloys. While 
there is much to be said in favour of the “All Metal”’ 
doors, it must be admitted that the advocates of the 
“Composite Door” have produced many plausible argu- 
ments to justify their methods of production. Never- 
theless, many bankers are convinced that the ‘“‘ Composite 
Door” alone yields an adequate measure of security. 

We hope during 1928 to publish a series of illustrated 
articles dealing with the manufacturing methods of the 
leading banking engineers, but before these articles appear 
we would like to enjoin upon those responsible for the 
security of the thousands of bank branches scattered all 
over Great Britain the necessity for reconstructing strong- 
rooms and safes which were built thirty or forty years 
ago when the implements used by cracksmen were 
unknown. It is possible for bankers to increase the 
security of these old-fashioned strong-rooms and safes, 
and all the leading firms of bankers’ engineers would 
be very glad to give valuable and _ disinterested 
advice as to the best and cheapest methods of 


reconstruction. 
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Canada and Its Banks 


By Sir Frederick Williams-Taylor 


General Manager of the Bank of Montreal 


HE Canadian banking system is essentially a 
product of environment, and no adequate estimate 
of it can be made except by a study of the country 

which it serves. The various phases of development 
through which this country has passed and is now 
passing, and the conditions which its business men will 
in all probability be called upon to meet in the future, 
all have their reflection in the banking policy of the 
Dominion. 

This policy had its inception one hundred and ten 
years ago in the establishment of the Montreal Bank, 
now the Bank of Montreal, in the City of Montreal, and 
is today reflected in ‘““The Bank Act” of Canada which 
constitutes the Charter and governs the operations of 
the individual banks. Prior to establishment of the 
Montreal Bank there had been no organized system of 
finance in Canada. The colony consisted only of those 
portions of the Dominion now known as Quebec and 
Ontario, the sparse population being confined largely to 
settlements along the valley of the St. Lawrence and 
being dependent in the main on the fur and lumber 
trades. As there was no domestic currency, foreign 
coinage of ever-varying rates of exchange was in use, 
and much of the business was done by barter. The 
services of an organized bank in the chief commercial 
centre came as a welcome relief, especially as the bank 
issued its own currency, both in the form of bank bills 
and in coins or tokens. Although, of course, all the 
coinage of Canada is now issued by the State, it is 
interesting to observe that the principal currency of 
Canada down to the present day has remained in the 
form of bank-notes, the banks being allowed to issue 
notes of the denominations of five dollars and multiples 
thereof, whereas the Dominion Government reserves the 
right to issue notes in denominations of one, two, and 
five dollars, and of fifty dollars and upwards. 
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This inception of a banking system was followed 
within one year by the opening of a branch in the city of 
Quebec, a step which provided what was ultimately to 
prove the fundamental basis of the banking policy of the 
great Dominion that was to be, namely the branch 
banking system. Despite the fact that transportation 
and communication were slow and hazardous in those 
days—travel being mainly via the St. Lawrence and 
tributary waterways in the summer and by stage sleighs 
over snow roads in the winter—the Bank of Montreal 
from the first pursued a vigorous policy of extension, 
establishing branches at the chief trading posts in both 
Upper and Lower Canada, as Ontario and Quebec were 
then called, and bringing to the relief of traders and 
settlers throughout the colony the inestimable benefits of 
organized finance and stable currency. 

That the system had the advantage of starting right 
is due largely to the fact that the Scotsmen who 
modelled it, and their English and Irish cousins who 
assisted them, embodied in their plan the fundamental 
principles of the institutions of the Mother Country. 
Features inapplicable to this country were gradually 
deleted, and the system was modified or enlarged in 
accordance with the different financial and trade con- 
ditions, the greater area of operations, and the needs of 
the community. In this connection it is interesting to 
note that in recent years, while some of the advantages 
of the Canadian system have been obtained for the 
United States by the adoption of the Federal Reserve 
System, Canada has to an extent adopted the rediscount 
feature made operative in that country. As the popula- 
tion grew in Canada, both before and after the 
confederation of the Provinces into a continent-wide 
Dominion, there were experiments in the way of 
establishing local banks, but these gradually disappeared, 
either through lack of success or by absorption, the 
passing of the years serving but to emphasize the 
superiority of the branch system. At one time there 
were as many as thirty-six banks in Canada, many of 
them more or less local in scope. Today there are eleven 
banks in Canada, with 3,993 branches, and in each case 
where concentration has been effected it has added to 
the strength and stability of the system. 
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After Confederation the need arose for uniting all 
the Provinces by means of transportation facilities, and 
for developing the great western prairies. Here the 
advantages of powerful banks of a nation-wide character 
became notably apparent, the Bank of Montreal, as the 
foremost bank in the country, being of particular assist- 
ance in the financing of the first transcontinental railway, 
the successful completion of which has contributed more 
than any other undertaking to the settlement and 
development of Canada’s vast western areas. Coincident 
with the building of this railway was the extension of 
branch banks into the new settlements, thus providing 
the capital necessary for enterprise, and giving all the 
benefits of a solid banking system independent of local 
or temporary vicissitudes. As showing the services 
rendered in this connection, it may be mentioned that ° 
there is scarcely a hamlet in the whole country which 
has not a branch bank, with the resources of a powerful 
parent institution behind it. 

It should not be overlooked that this young country, 
with its immensity of area and scattered population, has 
relatively small accumulated capital. Were it not for 
the Dominion-wide branch banking system this capital 
could not by any manner of means be made so potent 
in the national development as it actually is. Through 
the branch banking system it is given quite unusual 
fluidity, for it is made to serve the legitimate needs of 
every industry throughout the country, irrespective of 
locality. Thus, while Canada’s capital is always flowing 
to central points, there is at the same time a constant 
return flow to all parts of the Dominion, as seasons and 
conditions demand. I need hardly point out that in 
countries where there are many local banks instead of a 
central system, the tendency is for capital to become 
congested in centres, while other parts of the country 
are ill-supplied. 

In Canada, on the other hand, the system in force 
enables the banks to gather up deposits in those parts 
of the country where there is a surplus and move the 
money about the country as and when it is required for 
financing various branches of trade. Thus, in the 
autumn the flow of money is easily directed to the west 
to finance the transportation and marketing of the 
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crops, and then as demand falls off in the west there is a 
return flow to the east to finance industry and commerce 
as these are quickened by the money put into circulation 
by crop sales. 

I have referred to the use of bank-notes as currency 
in Canada. The advantage of this provision is to make the 
currency system of the country elastic, automatically 
expanding or contracting according to the demands of 
trade and variations of the seasons. These notes are amply 
protected. They constitute a prior lien against the 
total assets of a bank, and also a liability on the part of the 
shareholders up to twice the amount of the subscribed 

capital. In addition, the notes are further protected 
by what is called the Bank Circulation Redemption 
Fund, under which each bank is compelled by law to 
deposit with the Government 5 per cent. of its average 
circulation, this fund constituting a common insurance. 
The effect is to put this fund behind the notes of any one 
bank so unfortunate as to suspend payment, and in 
practice a noteholder has been able to walk into any 
bank in Canada and exchange the note of a failed institu- 
tion for the note of a solvent institution, if he so desired, 
or he could keep the note and collect 5 per cent. interest 
thereon until the day fixed for redemption. During the 
crop-moving season the banks are allowed to issue notes 
in excess of their capital to an extent not exceeding I5 per 
cent. of their combined paid-up capital and reserve fund, 
and on such excess they pay 5 per cent. per annum to the 
Government. This provision facilitates the prompt 
conversion of the crops into money, and at the same time 
benefits the Dominion Treasury. The banks may also 
issue notes to the equivalent of gold and Dominion notes 
deposited by them in the Central Gold Reserves. 

Among the many other excellent features of the system 
only a few can be mentioned here. One is the provision 
for a decennial review by Parliament of the banking law. 
Another, that the banks are prohibited from lending 
money on real estate. This feature of the Bank Act is 
derived from the legislation under which banking in the 
United States after the revolution was first carried on. 
A tremendous wave of speculation in lands followed the 
close of the revolution in the United States in 1783, and 
it was found that banking capital and assets would be 
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hopelessly tied up if lands could be taken as security. 
The provision in the early American charters in this 
behalf will be found in the Canadian Bank Act of today, 
and a wise provision it is in view of the needs of this new 
country for liquid capital. It may be mentioned that 
the charter of the Bank of Montreal itself was modelled 
upon the provisions for a national bank prepared by 
Alexander Hamilton, the Secretary of the Treasury in 
Washington’s first Cabinet. How far Hamilton had 
himself drawn upon the precedents afforded by the con- 
stitutions of Scotch and English banks is a question 
beyond the scope of this article. 

One tradition of Scottish banking that has been 
steadily followed is the lending of money not upon 
securities only, as is the case in some countries, but upon 
character. If there be confidence in the business ability, 
coupled with the belief of the undoubted integrity of the 
applicant, Canadian banks, in common with their Scottish 
prototypes, have always been ready to make reasonable 
advances, provided the borrower possesses a surplus of 
liquid assets over floating liabilities. In this connection 
the provision of the Canadian Bank Act, by which banks 
are enabled to loan on warehouse receipts or kindred 
security in the borrowers’ possession, has assisted to an 
incalculable extent in the development of the trade of 
the country. This enables security to be taken for goods 
in process of manufacture, and enables a borrower to 
carry on a business largely in excess of that which would 
be possible under other circumstances. How great is the 
advantage of this to a new country in which there are 
few forms of inherited wealth, it is impossible to estimate. 

Canadian banks have done much to facilitate the 
foreign trade of the country by establishing branches in 
many other countries, including branches in London, 
Paris, and Barcelona; New York, Boston, Chicago, 
San Francisco, and other cities in the United States; 
in Cuba, the West Indies, Mexico, Colombia, Costa Rica, 
and British Honduras; in Venezuela, British Guiana, 
Brazil, Uruguay, and the Argentine. In addition, 
Canadian banks carry on all the banking business in 
Newfoundland. The criticism is sometimes made that 
Canadian banks, by their foreign branches, take money 
out of the country and lend it abroad to the detriment of 
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Canada. While it is often the case that more money is 
loaned abroad than is received in deposits abroad, the 
margin is not great, and it is an advantage to domestic 
banking for Canadian banks to be able to employ funds 
at call in New York and London, where a substantial 
part of the loans referred to are made. It is true that 
often low interest rates are on the average received in 
these centres, yet the ability to get the money on demand, 
to be transferred in times of financial stress in Canada 
and thus stabilize conditions, make it the part of wisdom 
to have as a sheet anchor of the system call money abroad. 

The strength of the Canadian banking system was 
clearly demonstrated during the war, when it proved 
equal to all emergencies, and it was perhaps even more 
clearly demonstrated in the years of depression which 
followed the war, when it exercised a stabilizing influence 
on the whole economic system of the country. Today, 
when business is rapidly expanding throughout the 
Dominion, the banking system is keeping pace with 
requirements, and it may confidently be anticipated that 
banking facilities will prove quite adequate to the needs, 
however large its expansion may be. 

Banking is distinctly a profession in Canada, for 
general managers and managers of branches are trained 
bankers, having invariably been engaged in their profes- 
sion since their early youth. This makes for the greater 
safety of depositors. 

Summing up, it may be said that the aim on the part 
of the bankers of Canada to adapt themselves to the 
requirements of the people, with the wise co-operation 
of the Government, has not only accrued to the advan- 
tage of the banks, but has been a factor in the develop- 
ment of the country, its trade, its commerce, its trans- 
portation facilities, its resources, its financial ability, 
and in natural sequence, in its national credit abroad, 
the importance of which is beyond computation. That 
there have been bank failures in Canada is admitted. 
They have resulted, however, not from defects of our 
system, but from the fallibility of individuals, against 
which no Government or institution can devise com- 
pletely effective safeguards. It can further be said of the 
comparatively few bank failures which have occurred 
in Canada during the past quarter of a century, that they 
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have all been in the second or third rank as regards 
standing or size, and that in no case have the noteholders 
suffered loss, while depositors have lost little. 

Mr. Joseph French Johnson, as the Dean of the New 
York University School of Commerce, in a friendly 
criticism some years ago of the Canadian banking system, 
said the system “‘ was not created by lawyers or statesmen 
to meet the fiscal needs of the Government, but has 
grown up gradually under the fostering care of experi- 
enced bankers, no changes having been made until 
experience proved them necessary or advisable.”’ This is 
quite true, but it may be added that the system would 
never have been brought to its present pitch of excellence 
had not our Premiers, our Ministers of Finance, and our 
Parliaments had entire confidence in those bankers. 





Canadian Public Finance: 
A Strong Position 


HE latest detailed analysis of Canadian national 
finance deals with the financial year which 
ended in March 1926. At that time it was 

indicated that the surplus of revenue over expenditure 
was nearly 34 million dollars ; net debt had been reduced 
by more than 22 million dollars ; and the operating profits 
of the Canadian National Railways showed an increase 
of 13 million dollars. It was anticipated that under the 
Budget then presented it would be possible to reduce taxa- 
tion by approximately 25 million dollars per annum. All 
surtax had been abolished ; and at that date the income tax 
upon corporations had been reduced from Io to g per cent. 
The remarkably strong basis upon which Canadian 
finance rests is admirably indicated by some of the leading 
features of its commercial summary. There are 33 
million square miles of land area, with a population which 
is still little more than 9 millions, or less than the total 
number of people in greater London today. In July 
1926 the gross public debt was returned at 2,831 million 
dollars, against which there were active assets of 482 
million dollars, with a net debt of 2,349 million dollars. 
Bank debits to individual accounts or the amount of 
cheques charged against bank accounts at the clearing- 
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house centres had risen from 2,240 million dollars in 
July 1925 to 2,424 million dollars a year later. During 
the past quarter of a century the population of the 
country has increased by 77 per cent. ; in the same period 
the bank deposits have improved by 624 per cent. Other 
figures are remarkably impressive. For that quarter of 
a century indicates an increase in imports of 369 per cent., 
and in exports of 593 per cent.; wheat production is 
better by 650 per cent. ; newsprint production by 915 
per cent.; pig-iron production by 562 per cent.; coal 
consumption by 371 per cent. ; and freight carried by 218 
per cent. In 1921 the tangible wealth of the country 
was estimated at more than 22,000 million dollars. In 
1923 the net value of commodities produced in Canada 
was placed at more than 3,050 million dollars ; compared 
with previous years these figures represent a substantial 
increase. Later estimates have not been definitely 
analysed, but all competent authority is agreed that 
current figures are much ahead of those ‘of 1921 and 1923. 
Last year the Senior British Trade Commissioner in 
Canada and Newfoundland remarked that with one- 
sixteenth of the earth’s land surface and one-half of I per 
cent. of the world’s population those who knew Canada 
YY 
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had faith in its future development. He recalled the 
remark of a prominent Canadian that the proximity 
of Canada to a rich country complicated the economic 
position of the Dominion, adding that questions of popu- 
lation, settlement, and transport differed from those 
elsewhere ; and as a result Canadian economic problems 
were acute and difficult to solve satisfactorilv. But 
plainly the resources are remarkable; and Canada is 
certainly overtaking many of the difficult features of post- 
war adjustment. The second six months of 1925 have 
been described as the best half-year from a trade stand- 
point which the country has enjoyed during the preceding 
five years; improvement was noticeable in the course of 
1922 and 1923; and if 1924 was less active the succeeding 
year indicated a definite advance. The increase in 
exports during the latter half of 1925, as compared with 
the previous years, was regarded by the Senior British 
Trade Commissioner as due almost entirely to the heavy 
wheat exports and to the good price obtained. The 
export figures suggest a substantial increase in income, 
particularly by farmers, with improved buying in 19206. 

British trade representatives direct attention to the 
consistent decline in the number of Canadian commercial 
failures during recent years; for example, the total in 
1925 was less than half of that for 1922; the statistics 
applicable to 1926 indicate that the improvement had 
been maintained ; and during the present year most of the 
signs have confirmed the feeling that business generally 
throughout the Dominion is running at a higher level 
than was true a year ago. Certainly the outlook for 1927 
was regarded as good; and it was urged that British 
firms which would take trouble to acquire intimate know- 
ledge of the market should be able in many trades to 
establish their business and increase their sales. Much 
has been written regarding Canada as a field for British 
and other investment. In that connection there is mar- 
vellous opportunity in the development of its natural 
resources, including water power; that development has 
already attracted large amounts of capital, a considerable 
proportion of which has been provided by the United 
States of America. Critics of Canadian economic pro- 
gress point out that this American investment is followed 
by a keen personal interest by the investors; and to an 
appreciable extent the direction of purchasing power is 
influenced in this way. It is often asked whether the 
United Kingdom is giving sufficient attention to the 
opportunities for investment of British capital in Canada, 
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That point was made afresh by the Senior Trade Commis- 
sioner representing this country in his analysis, dated 
1926, of Canada as a market for British goods. In his 
view larger investments might have great influence in 
developing Canadian resources and in directing her 
purchasing power in channels advantageous to both 
Canada and United Kingdom interests. 

That appeal is supplemented in a recent interesting 
review by Mr. S. Roy Weaver, a former secretary of the 
Canadian Research Association ; he remarks that Canada 
offers almost limitless opportunities for investment ; 
and adds that there are no serious obstacles to the pro- 
fitable employment of British capital funds in the 
Dominion, although long-distance investment should 
always be specially safeguarded by adequate investigation 
and assurance of the responsibility and good faith of the 
sponsoring interests. Alluding more particularly to the 
financial competition of the United States it is observed 
that at January I, 1926, the aggregate amount of Ameri- 
can capital invested in Canadian public securities, 
railways, industries, land and mortgages, banking and 
insurance was rather more than 3,000 million dollars; 
on the same basis the aggregate total of United Kingdom 
capital so invested at that date was 2,111 million dollars ; 
compared with these totals the aggregate amount of 
outside capital invested in Canada was small at 183 
million dollars. Since that date the amount of British 
capital invested in industries in Canada has, according 
to Mr. Weaver, been increased by investments, particularly 
in pulp and paper, celanese and mining properties. But 
his analysis indicated that, while more than one-half of 
the amount of United States capital invested in Canada 
had gone into industries, the proportion of British 
capital invested in that way had been little more than 
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one-fifth. This disparity was attributed to considerations 
of distance and lack of familiarity with Canadian con- 
ditions ; and in fact to the tendency of British investors 
to restrict their investments in Canada largely to more 
conservative channels, like railways, Dominion and pro- 
vincial Government bonds, with those of the muni- 
cipalities, and the debentures of loan and mortgage 
companies. On the other hand, United States investors, 
in addition to participating largely as creditors, had 
invested considerable amounts as proprietors of Canadian 
industrial enterprise. 

This broad review suggests (1) that for all practical 
purposes in the development of economic resources the 
surface of Canada has hardly been scratched; (2) that 
Canadian finance rests upon a remarkably strong founda- 
tion of industrial and commercial enterprise; and (3) 
that Great Britain must face at the earliest possible 
moment the growing problem of American capital pene- 
tration, and in the process endeavour to achieve greater 
success in effective appeal to the Canadian market which, 
after all, should be one of the features of an enlightened 


PeccccecceccceseeseeeeceesececceseecececoecossceococoeeceN 


Provident Mutual Life Assurance Association 
Head Office: 25 to 31 MOORGATE, LONDON, E.C.2. 
ESTABLISHED 1840. 


ASSETS EXCEED £6,000,000. 


THE ATTENTION OF THE MANAGEMENTS OF BANKS IS INVITED TO THE SCHEME OF 
Starr ASSURANCE OF WHICH THE ASSOCIATION IS THE PIONEER, AND WHICH AFFORDS 
SPECIAL FACILITIES FOR EFFECTING LIFE ASSURANCE BY MEMBERS OF THE STAFFS 
OF BANKS AND OTHER PuBLIC COMPANIES. 


Full particulars and all information will be sent on ‘application to— 


Cc. RB. V. COUTTS, F.LA., 
Manager and Actuary. 


VUcsceccecesccesccccece 


A. M. BONNER, TD. Established 


30 LIME ST. and 7 BLOMFIELD ST. 


LONDON, E.C.3 Ps LONDON, E.C.2 
Tel : be M Tel: 
Avenue 0794 RU B A City 1956 


DATING STAMPS, AUTOMATIC NUMBERING AND 
ENDORSING INKS AND URGENT ORDERS DATING MACHINES, COMPANY 
SELF-INKING PADS A Speciality SEALS, GENERAL ENGRAVERS 











647 
Bank Meeting 


ROYAL BANK OF SCOTLAND 





of Scotland was held at Edinburgh on 

November 30. In the absence of His 
Grace the Duke of Buccleuch, K.T., governor 
of the bank, Mr. Robert W. Dundas, W.S., 
chairman of directors, presided. 

In moving the adoption of the report, 
Mr. Dundas said: I presume it will be your 
pleasure that the annual report and balance- 
sheet, with the auditors’ report, which have 
now been in your hands for some days, shall 
be taken as read. The directors are glad to 
be in a position to submit a statement of so 
satisfactory a nature. 

INCREASED DEPOSITS 

If you will look first at the liabilities of the 
bank you will see there is an increase in the 
deposits of as much as £3,700,000, the total 
having reached £44,186,574. This is a record 
figure for the bank, and although, owing to 
different causes, the increase may have been 
to some extent of a temporary character, the 
figures are being well maintained. Apart 
from anything of that sort, however, it is 
right to say that there has been a marked 
growth in the bank’s deposit business during 
the year, and many new accounts have been 
opened owing to the continued widening of 
our connections abroad as well as at home. 

We are glad to record an increase in the 
notes in circulation, whilst our acceptances 
at {1,134,000 show a welcome upward change 
compared with recent years. 

LIOUID POSITION 

Looking at the assets side of the balance 
sheet you will find that there has been a 
considerable increase in our liquid funds, 
and this is combined with a largely aug- 
mented holding of British Government 
Treasury Bills amounting at the date of the 
balance to over two and a half millions. It 
will be seen that we continue to maintain 
the high ratio of liquid resources to which 
you have been accustomed. 

There is also an increase of over £300,000 
in our holding of British Government 
securities, a substantial proportion of which 
consists, as you know, of the different 
maturities of short-dated bonds which form 
one of the most useful banking investments. 
Apart from our holding of Treasury Bills it 
is satisfactory to note that our trade and bank 
bills, at nearly two and a-half millions, show 
an increase of more than £300,000 over last 
year’s amount. 

BANKING ADVANCES AND TRADE 

I now come to our staple asset, namely, 
the advances on cash credit and current 
accounts. These, although well within the 
generally accepted ratio, show an increase of 
over £1,800,000. This will not excite surprise, 
and it is an indication of what we are doing 
to help trade over the present waiting period. 

I do not propose to enter into the con- 
as to whether there are actual 
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troversy 


evidences of a distinct revival in trade. It 
is probably true that trade is never either 
quite so bad or quite so good as it is some- 
times represented to be. I think it is well 
understood that the country is still labouring 
under the serious effects of last year’s general 
strike and coal stoppage, and it is only 
necessary to point to the continued depres- 
sion in several of our greatest industries. 
On the other hand, there is considerable 
activity in shipbuilding (although the con- 
tracts which are being undertaken may not 
be yielding much actual profit), and the 
renewed demand for tonnage is a sign of 
better prospects for shipping. There are 
other directions, too, in which a growing 
feeling of confidence may be detected. What 
is now wanted is a gradual advance in world 
prices and an improvement in the purchasing 
capacity of buyers abroad, which, combined 
with more advanced methods and improved 
industrial relations at home, would make it 
possible for our manufacturers and exporters 
to recapture the foreign markets. In this 
respect the outlook is perhaps rather more 
hopeful than it is has been, as there are signs 
that the protracted fall in prices abroad is 
coming to an end. The desire for better 
conditions on the part of the wage-earners 
in competing Continental countries is a factor 
which may prove favourable to our vital 
export trade. 

As regards our advances, where the indi- 
vidual position is essentially sound, it has 
been the constant endeavour of the bank to 
continue to finance the legitimate require- 
ments of its trading and agricultural cus- 
tomers over a period not unattended with 
difficulty, and the directors have had no 
special cause to regret their policy in this 
respect. If it is asked what the position will 
be in the event of a genuine trade revival I 
think it is safe to assume that one of the 
first results of such a movement would be 
the liquidation or steady reduction of many 
existing advances. Apart from this, how- 
ever, in view of what I have said regarding 
the readily available resources of this bank, 
we do not apprehend any difficulty in giving 
our customers at all times the necessary 
support should the long hoped for expansion 
of trade materialize. 

PROFITS AND APPROPRIATIONS 

Our net profits, after providing for all bad 
and doubtful debts and making provision for 
contingencies, amount to £481,977, which is 
some £5,000 above the profit shown last year. 

We are making the usual appropriations 
for bank buildings and heritable property 
and pension reserve fund, and the directors 
have recommended a dividend for the half- 
year at the rate of 16 per cent., making, with 
the dividend paid for the previous half-year, 
16 per cent. for the whole year, less income 
tax, This is at the same rate as last year. 
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BI-CENTENARY BONUS. 

There is, however, a new entry in the 
accounts consisting of the transfer to profit 
and loss account of £100,000, which, being no 
longer required for its original purpose, 
namely, as a provision for depreciation on 
investments, we are very glad to make 
available to the proprietors, in the shape of 
a special bi-centenary bonus. As is well 
known, the bank attained its bi-centenary on 
May 31 last, and the event evoked much 
interest amongst our many friends, both at 
home and abroad, and was the subject of 
friendly comment in all the leading news- 
papers in the country. 


ADDITION TO REST. 


will see from the report, after 
various appropriations, there 
is a balance of £111,977 to be carried to rest 
account, which ‘brings ‘the total of the rest 
up to £2,683,226. It is very satisfactory to 
see the figures of the rest exceeding by a 
substantial sum the large paid-up capital of 
two and a half millions—the two together 
now amounting to no less than £5,183,000. 
NEW {41 NOTE: “HISTORY.” 

A new One Pound Note, following, as far 
as possible, the well-known design of our old 
note, but of the more convenient modern size, 
was introduced during the year, and has met 
with a favourable reception. The “ History” of 
the bank, to which allusion was made at last 
year’s meeting, is now in the Press, and we 
hope to publish it early in the New Year. 

CHANGES IN DIRECTORATE. 


There has been a change in the ordinary 
directorate during the year owing to the 
retirement of Mr. Edward Gorrel Baxter, of 
Teasses, who had held office since 1895, and 
who found himself, owing to the state of his 
health, unable to continue to act. We 
greatly regret the loss of an esteemed col- 
league, but I am glad to say Mr. Baxter’s 
health is improving, and we wish him much 
happiness in his retirement. 

As you will see, Mr. Baxter’s place was 
filled by the election of Mr. Thomas Middleton 
Murray, Writer to the Signet, whose firm has 
had a long business association with the 
bank. Mr. Murray’s late partner, Mr. John 
Patrick Wright, was a valued director for 
many years. We are satisfied that Mr. 
Murray, with his wide experience of business, 
his intimate connection with the North of 
Scotland, and his thorough knowledge of 
the land and its problems, will prove an 
acquisition to the Board. 

The directors are also glad to have secured 
the accession, as an extraordinary director, 
of Captain George Ilay Campbell Younger, 
of Succoth, whose family have long been 
connected with the bank as _ substantial 
stockholders. 


THANKS TO OFFICIALS AND STAFF. 


The thanks of the directors and of the 
proprietors are due to the general manager 


\s you 
making these 


and all the officials and members of our staff 
at all our different offices for their loyal and 
devoted service during the past year. I am 
sure that the action of the board in paying a 
staff bonus in recognition of the bi-centenary 
will be warmly approved by the proprietors. 


THE BANK’S THIRD CENTURY. 


At the end of its second century the bank 
finds itself not only in a position of excep- 
tional strength, but characterized by a vigour 
and initiative which we usually associate 
not with age, but with youth. I am sure we 
all trust that in its third century it will 
continue to grow and prosper. 
OF ACCOUNTS: DIVIDEND 

AND BONUS. 

With these observations I beg to propose 
that the report now submitted, containing 
a statement of the accounts and balance-sheet, 
be approved, and that out of the profits of 
the year a dividend at the rate of 16 per cent. 
per annum for the half-year, under deduction 
of tax, be now declared, and, further, that a 
special bi-centenary bonus at the rate of 5 per 
cent. be paid, in conformity therewith. 

The report was approved, and the gover- 
nor, deputy-governor, extraordinary direc- 
tors, and the retiring ordinary directors were 
re-elected, and auditors were appointed for 
the ensuing year. 
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